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~ Tredegar Corporation is a global manufacturer of

|
plastic films and aluminum

|
: . ly .
extrusions based in
’ |

- Richmond, Virginia. Tredegar Film Products is

a e . |
dedicated to providing mno{vahon and quality at

! L | !
the right price. The William L. Bonnell Company,

our aluminum extrusions subsidiary, is committed

a8 (o) enhaﬁcing its value advalmtage by providing

high |

quality products anid superior service.
[ i |

Tredegar employs over 3,0;00 people at more

thahh‘QOiIocations thro'ughclnut North Ameri

Europe, Asia and Latin America.
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John D. Gottwald
pre,,-demandcmefgxgcumeomcé, . strong. Consequently, Tredegar succeeded in generating 5|gn|f|cant after tax net cash flow (see

| the net debt chart).

n

Shareholders expect boring annual reports that include stodgy letters from the chief executive. If you like
boring, go directly to the 10-K, The footnotes provide all the detail any flat-bottomed MBA or CFA could
possibly want. '

If you want a stodgy letter from the CEQ, here it is:

Dear Shareholders,

Tredegar improved in 2006 vei’sus 2005. The charts on the next page summarize the key results. EPS
from Manufacturing Operations, EBITDA and Pretax Return on Assets all improved. Our employees
executed well on cost reductions and working capital efficiencies. Tredegar Film Products’ (Films'}
: investments in areas of growth such as surface protection and elastics paid off. The Aluminum
1 Extrusion business’ {Bonnell’s) volumes in the commercial construction market were

Nonfinancial h|ghlrght|s of 2006 include the development of thoughtful strategic plans in both business units, progress toward an
organizational reahgnn'?ent in Films that should facilitate executlon and improved risk management, 'especially in Bonnell.

I stated in last year's annual report, “...| believe that our people can and will improve results for shareholders through aggressive cost
reductions, well developed strategles and enhanced organizational effectiveness.” Our employees have risen to the challenge. | thank
them on behalf of all shareholders

Locking forward to 2007 Tredegar must became more effectwe |The strategic planning work is encouraging. Now we must execute
those plansin a dlsc|plmed manner. '

Process improvement will be critical in all elements of strategy. Duncan Crowdis, President of Bonnell, and Nancy Taylor, President of
Films, have challenged[their units to achieve industry leading levels of quality. Our employees are committing themselves to reduce
variation in all processes, eliminate waste, reduce rework, simplify business and shorten time cycles. The potential benefits from superior
quality and reliability are as great today as ever. !

As our debt drops to v&'ery low levels, a perennial question arises. lWiII we invest in growth or return capital to shareholders? Our first
priority has always bee'n to invest in internal capital projects, but we have been active in other ways. Since creation in 1989, Tredegar
has spent approxnmately $363 miltion on acquisitions and reduced the total number of shares outstanding by 35 percent. We will
continue to consider acquisitions. However, it is worth noting that valuations are high, In August of 2006, our Board approved the
purchase of as many as 5 million shares. While no shares were acquired during 2006, this alternative as well as dividends will be
considered going forward. l
| thank our customers ‘and shareholders for their belief in us. | also express my appreciation to all 'employees for their extraordinary
dedication to deliver value
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John D. Gottwald ‘

The above letter to shareholders addresses many of the recent trends in our businesses. However, numbers and inflections on charts

don't tell the whole story.
| :

Iam not known as an arr‘sy or athletic kind of guy. My wife calls me “a ! together they were extracrdinary. Talent is a wonderful asset.
suit.” In other words, | am a Most Boring Adult. Working Sudokus is :  Teamwork helps draw it out. Passion makes work fun. Vision can be
my idea of fun. But evenfsufts like me become excited when the best as intriguing as “tangerine trees and marmalade skies.” When all four
are allowed to shine. | cc::me of age in the 1960s and ‘70s. Like most - come together, greatness happens. The SYNERGISTIC INNOVATION
of my generation, | have a biased view of our cultural evolution. that became known as The Beatles left a legacy of creation for all of
John Lennon and Paul McCartney led their group with a viston that us to enjoy.

transcended the paradrgm of the:r day. Muhammad Ali's aspiration s ; .
At Tredegar, | see our own form of synergistic innovation emerging.
and proclamation in 1964 I am the greatest of all time,” was so bold !

' This past summer a large group of managers put an extraordinar,
it seemed ludicrous until'he proved it. These icons spoke to me. They P . ge group . I . P . 4
amount of energy into the strdtegic planning process. Since then

) | .
shaped my view of the W(i)r!d' Tome, they are "The Greatest. i more and more Films employees seem to be fired up about Nancy
Nearly forty years ago, four talented lads with rhythm started playing Taylor’s vision of “innovation and quality at the right price” Films is
music in @ few Liverpool pubs. On their own, they had potential, but adopting a new organization structure that is much better suited to
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optim ze the excebtional abilities of our Films people and allow them
to levirage our technologies. A talented team has come together
over ¢ vision. | can only imagine what they can achieve if their
passion is unleashed. Let it be.

I am absolutely fascinated by the story of Muhammad Ali. It is
bolde." than any fiction writer would dare to conceive. He was the
embo diment of courage, determination and guile. Whenever I'm
feelinet down, I watch the “Thrilla in Manila.” Reenergized, | go out for
another round.

Bonnell has experienced years of greatness and disappointment. In
2005 und 2006, body blows landed with some frequency. Natural gas
and diesel prices added millions to our cost. The Canadian dollar
continued to climb. Once we got those vulnerabilities covered,
metal prices shot up to record levels, followed by a collapse in the
housing market.

in late 2006, | saw the grit of a former champion wanting to reign

again Duncan Crowdis, Bonnell’s president, and his management
team demonstrated remarkable resolve. They believed in their
capat ilities and strategies, and met the challenges. That grit paid off.

Recenly, | attendFd a 2007 “Kickoff Meeting” with most of the top
Bonnell managers. | was impressed. Qur people have the confidence
and courage of a champion. They remember how to win and | have
no do. ibt they will win. :

Chany e can cause anxiety. For some, the 1960s and ‘70s were a turbu-
lent a1d painful time. From my perspective, my country and | were
coming of age at the same time. We learned it was okay to say no, not
confo.m, think differently, challenge the system, expect more and
value ourselves highly. The most creative change agents fike The
Beatles and Muhammad Ali were catalysts for innovation in all fields.

They i 1spired us.

The business world can erode creativity, sap energy, and turn good
peoph: into undifferentiated, undervalued bipeds. People want more.
The most noble visions go beyond self. We aspire to be part of some-
thing zowerful and creative. We're inspired by courage and want to
succee d. Tredegar’s history is filled with a remarkable trail of innova-
tion and value creation. Our predecessors created the polyethylene
film ir dustry. We've invented or commercialized many life-changing
produ-ts. Bonnell raised the bar in terms of quality and reliability for
aneniire indusrry.‘

I sense Tredegar is, in its own subtle way, maturing and transforming.
Visions are becoming clearer. Bold aspirations are leading to inspiring
examyles. Our people are thinking differently, recognizing our vaiue
and copturing our potential. Change is afoot at Tredegar, Undoubtedly
there .ire turbulerit times ahead, but | am hopeful that with the right
spirit, we will find a way to continuously improve.

| belie re in Tredegar people. There are more stories to be written.

John D, Gottwald
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Financial Summary . | !

Years Ended December 31 . l . 2006 2005 Net Sales?

]
i
{in thousands, except per- -share data) ‘ 5 millions)
Net Income and Diluted Earnings Per Share 1.200
Net income as reported under generally accepted accountmg [ i
principles (GAAP) i $ 38,201 $ 16229 ' 1,000
After-tax effects of: ' ! 800
Loss associated with plant shutdowns, asset |mpa|rments . ,
and restructurlngs | ! 3,335 11,909 600
Loss from AFBS (formerly Therics) ongomg operatlons . 16 2,348 400
(Gains) losses from sale of assets, investment wrltedown . . |
and otheritems | | ) | (2,507) g4 | 200
thcome from manufactluring: operations' o | '$ 39,045 $ 31,360 ' 0
Diluted earnings per sha re as reported under GAAP ' $ .98 S 42 o4

After-tax effects per dlluted ishare of: |

Loss associated wnth|plant shutdowns, asset impairments ‘
i : ' Ongoing Operating Profit

and restructurings f : .08 31 0
) (5 millions)
Loss from AFBS (formerly Therics) ongoing operations , - 06
{Gains) losses from sale of assets, investment writedown and ' 100
other items | ) (.06) .02 !
Diluted earnings per éﬁare from manufacturing bperations‘ ‘ l $ 1.00 S 81 ’ 5
Ongoing Operations ' ] 50
Film Products: ' ‘
Net sales? , I $511,169  $460277 25
Ongoing operating profit, : : 57,645 44,946
Adjusted EBITDA? ‘ , . i 79,624 63,776 . 0
Depreciation and amortization 31,847 26,673 .
Capital expenditures | | - 33168 50466 | 20 04 05 06
Aluminum Extrusions: !
Net sales? ! ) o 577,260 471,749
Ongoing operating profit! ' 22,031 19,302 | Adjusted EBITDA?
Adjusted EBITDA? | ' " 30,563 7414 {8 miftions)
Depreciation and amortnzanon . o 12,323 11,484 !
Capitat expendltures i B . 7,381 11,968 [ 125
Financial Position and Other Data ! | 100
Cash and cash equivalents | ‘ ‘ 40,898 23,434 | 7
Debt outstanding ‘ 62,520 113,050
Shareholders’ equity | . 516,595 485,362 i 50
Annualized dividends per share 16 16 '
Shares outstanding at énd of period . 39,286 8737 B
Shares used to compute dlluted earnings per share : '+ 38,931 38,597 ' 0] el o
Closing Market Price Per Share . i 25
ngh . $ 23.32 s 209 | 04 '05 06
Low , 13.06 1n7e !
Total return to shareholders 76.6% (35.4)% ' 0= Aluminum Extrusions

3 AFBS (formerly Therics)

t

End of year ; , % 22,61 12.89 - D& Film Products
|
See appendix for footnotes. !
i
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- PART1
Merm1. BUSINESS
Descrintion of Busi
Tredegar Corporation (“Tredegar”), a Virginia corporation incorporated in 1988, is engaged, through its

subsidiaries, in the manufacture of plastic films and aluminum extrusions. Financial information related to Tredegar’s
films and aluminum segments included in Note 3 to the notes to financial statements is incorporated herein by reference.

Eilm Products

Tredegar Film Products Corporation and its subsidiaries (together, “Film Products”) manufacture plastic
films, elastics and laminate materials primarily for personal and household care products and packaging and surface
protection applications. These products are produced at locations in the United States and at plants in The
Netherlands, Hungary, Italy, China and Brazil. Film Products competes in all of its markets con the basis of product
innovation, quality, price and service. '

Personal and Household Care Materials. Film Products is one of the largest global suppliers of apertured,
breathable, elastic and embossed films, and laminate materials for personal care markets, including:

e  Apertured film and nonwoven materials for use as topsheet in feminine hygiene products, baby diapers and adult
incontinent products (including materials sold under the ComfoﬂQuih® and ComfortAire™ brand names);

e Breathable, embossed and elastic materials for use as components for baby diapers, adull incontinent TBlrodur:u;
and fcmmmc hygiene products (including elastic components sold under the Fabriflex™, StretchTab™ and
FlexAire' ™ brand names); and

e  Absorbent transfer layers for baby diapers and adult incontinent products sold under the AquiDry™ and
AquiSoft™ brand names.

In each of the last three years, personal care products accounted for more than 30% of Tredegar’s
consohdaled net sales.

Film Products ajso makes apertured films, breathable barrier films and laminates that regulate vapor or
fluid transmission. These products are typically used in industrial, medical, agricultural and household markets,
including disposable mops, facial wipes, filter layers for personal protective suits, facial masks and landscaping
fabric. Film Producls supplies a family of laminates for use in protecuve apparel under the GuardDog Laminates’™
brand name.

Packaging and Protective Films. Film Products produces a broad line of packaging films with an emphasis on
paper, as well as Jaminating films for food packaging applications. These products give our customers a competitive
advantage by providing cost savings with thin-gauge films that are readily printable and convertible on conventional
processing equipment. Major end uses include overwrap for bathroom tissue and paper towels, and retort pouches. .

Film Products also produces films that are disposable, protecnve coversheels for photopolymers used in
the manufacture of circuit boards. Other films sold under the UltraMask® and ForceField™ brand names are used as
protective films to protect flat panel display components during fabrication, shipping and handling. '

Raw Materials. The primary raw materials used by Film Products are low densit.y, linear 'low density and high
density polyethylene and polypropylene resins, which are obtained from domestic and foreign suppliers at
competitive prices. We believe there will be an adequate supply of polyethylene and polypropylene resins in the
immediate future. Film Products also buys polypropylene-based nonwoven fabrics based on these same resins, and
we believe there will be an adequate supply of these materials in the immediate future.

Customers. Film Products sells to many branded product producers throughout the world. Its largest customer is




The Procter & Gamble Company (“P&G™). Net sales to P&G totaled $255 million in 2006, $237 million in 2005
and $226 million in 2004 (these amounts include film sold to third pames that converted the ﬁlm into materials used
with products manufactured by P&G). . _ L

P&G and Tredegar have had a successful long-term relationship based on cooperation, product
innovation and continuous process improvement. The loss or significant reduction in sales associated with P&G
would have a material adverse effect on our business. ‘ o S

' : o :
Research and Development and Intellectual Property. Film Products has technical centers in Richmond, Virginia;
Terre Haute, Indiana; Chieti, italy; and Shanghai, China; and holds 189 issued patents (73 of which are issued in the
U.S.) and 110 trademarks (10 of which are issued in the U.S.). Expenditures for research and development (“R&D"")
have averaged $7.4 million annually over the past three years.
Jumi E .

The William L. Bonnell Company, Inc. and its subsidiaries (together, " Aluminum Extrusions") produce soft-
alloy aluminum extrusions primarily for building and construction, distribution, transportation, machinery and
equipment, electrical and consumer durables markets. ‘ :

Aluminum Extrusions manufactures mill (unﬁmshed) anodized {coated) and painted aluminum extrusnons
for sale directly to fabricators and distributors that use our extrusions to produce window components, curtain walls and
storefronts, tub and shower doors, industrial and agricultural machinery and equipment, ladders, bus bars, automotive
parts, snowmobiles and tractor-trailer shapes, among other products. Sales are made primarily in the United States and -
Canada, principally east of the Rocky Mountams Aluminum Extrusions competes primarily on the basis of product
quality, service and price.

Aluminum Extrusions sales volume by market segment over the last three years is shown below:

% of Aluminum Extmsions Sales Volume

by Market Segmcnt
2006 2005 2004

Building and construction: _

Commercial ’ 48 44 ©41

Residential * 14 18 21
Distribution 19 16 13
Transportation -9 9 0
Machinery and equipment , 5 6 7 ' .
Electrical 3 -4 5
Consumer durables 2 3 "3
Total . 100 100 . 100

Raw Materials. The primary raw materials used by Aluminum Extrusions consist of aluminum ingot, alummum scrap
and various alloys, which are purchased from domestic and foreign producers in open-market purchases and under short-
term contracts. We believe there will be an adequate supply of aluminum and other reqmrcd raw materials and supplies
in the immediate future.

Intellectual Property. Aluminum Extrusions holds two U.S. patents and two U.S. trademarks.




) i ‘ . - ) ‘ . .l ,.
Patents, Licenses and Trademarks. Tredegar considers patents, licenses and trademarks to be of significance for Film
Products. We routinely apply for patents on significant developments in this business. Qur patents have remauung
terrns ranging from 1 to 19 years. We also have licenses under patents owned by third parties.

-Research and Development. Tredegar’s spending for R&D activities in 2006, 2005 and 2004 was related to Film
Products and AFBS, Inc. (formerly known as Therics, Inc.). R&D spending at Film Products was approxunalely 38.1
million in 2006 $6 6 million in 2005 and $7.5 million in 2004. '

On June 30, 2005, substannally all of the assets of AFBS, a whul]y-owned subsidiary of Tredegar, were
sold or assigned to a new]y-created limited liability company, Therics, LLC, controlled and managed by an
individual not affiliated with Tredegar. AFBS received a 17.5% equity interest in Therics, LLC, valued at $170,000
and a 3.5% interest in Theken Spine, LLC, valued at $800,000, along with potential future piyments based on the,
sale of certain products by Therics, LLC. AFBS had operating losses of $3.5 million during the first six months of
2005 and $9.8 million in 2004. There was no R&D spending at' AFBS in 2006, R&D spending at AFBS was
approximately $2.4 nulhon in 2005 and $7 8 million in 2004.

Backlog. Backlogs are not material 10 our operations.

Government Regulation. Laws concerning the environment that affect or could affect our domestic operations include,
among others, the Clean Water Act, the Clean Air Act, the Resource Conservation Recovery Act, the Occupational

. Safety and Health Act, the National Environmental Policy Act, the Toxic Substances Control Act, the Comprehensive
Environmental Response, Compensation and Liability Act ("CERCLA"), as amended, regulations promulgated under
these acts, and any other federal, state or local laws or regulations governing environmental matters. We believe that we
are in substantial compliance with all applicable laws, regulations and permits. In order to maintain substantial
compliance with such standards, we may be required to incur expenditures, the amounts’and timing of which are not
presently determinable but which could be significant, in constructing new facilities or in modifying existing facilities.-

’

Employees. Tredegar employed approximately 3,000 people at December 31, 2006.
" Available Information and Corporate Governance Documents. Our Internet address is wany tredégar com. We make
available, free of charge through our website, our annual report on Form 10-K, quarterly reports on Form 10-QQ, current
reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, as soon as reasonably practicable afier such documents are electronically
filed with, or furnished to, the SEC. Information filed electronically with the SEC can be accessed on its website at
www sec gov. In addition, our Corporate Governance Guidelines, Code of Conduct and the charters of our Audit,
Executive Compensation and Nominating and Governance Committees are available on our website and are available in
print, without charge, to any shareholder upon request by contacting Tredegar’s Corporate Secretary at 1100 Boulders
Parkway, Richmond, Virginia 23225. The information on our website is not, and shall not be deemed to be, a part of
this report or incorporaied into other filings we make with the SEC.

Item 1A. RISK FACTORS

There are a number of risks and uncertainties that can have a material effect on the operating results of
our businesses and our financial condition. These risk factors include, but are not limited 10, the following:

L}

General

o  Our future performance is influenced by costs incurred by our operating companies including, for example,
"the cost of energy and raw materials. These costs include, without limitation, the cost of resin (the raw
material on which Film Products primarily depends), aluminum (the raw material on which Aluminum
Extrusions primarily depends), natural gas (the principal fuel necessary for Aluminum Extrusions’ plants to
operate), electricity and diesel fuel. Resin, aluminum and natural gas prices have risen significantly, and may
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continue to do 5o in the future. Tredegar attempts to mitigate the effects of increased costs through price
increases and contractual pass-through provisions, but there are no assurances that higher prices can effectively
be passed through 10 our customers or that we will be able to offset fully or on a timely basis the effects of
higher raw material costs through price increases or pass-through arrangements. Further, there is no assurance
that cost control efforts will be sufficient to offset any additional future declines in revenue or. increases in
energy, raw material or other costs.

e .Our substantial international operations subject us to risks of deing business-in foreign countries, which

could adversely affect our business, financial condition and results of operations. Risks inherent in

. international operations include the following, by way of example: changes in general economic conditions,
potential difficulty enforcing agreements and intellectual property rights, staffing and managing widespread
operations, réstrictions on foreign trade or investment, restrictions on the repatriation of income, fluctuations in
exchange rates, imposition of additional taxes on our foreign income, nationalization of private enterprises and
unexpected adverse changes in foreign laws and regulatory requirements.

e Non-complidnce with any of the covenants in our $300 million credit facility could result in all outstanding
debt under the agreement becoming due, which could have an adverse effect on our financial condition or
fiquidity. The credit agreement governing our credit facility contains restrictions and financial covenants that
could restrict our financial flexibility. Our failure to comply with these covenants could result in an event of
default, which if not cured or waived, could have an adverse effect on our financial condition and liquidity.

e  Film Products is highly dependent on sales associated with one customer, P&G. P&G comprised’
approximately 23% of Tredegar Corporation’s net sales in 2006, 25% in 2005 and 27% in 2004. The loss or
significant reduction of sales associated with P&G would have a material adverse effect on our business. Other
P&G-related factors that could adversely affect our business include, by way of example, (i) failure by P&G to
achieve success or maintain share in markets in which P&G sells products containing our materials, (ii)
operational decisions by P&G that result in component substitution, inventory reductions and similar changes
and (iii) delays in P&G rolling out products utilizing new technologies developed by Tredegar. While we have
undertaken efforts to expand our customer base, there can be no assurance that such efforts will be successfu] or
that they will offset any delay or loss of sales and profits associated with P&G.

e Growthef 'Fifm Products depends on our ability to develop and deliver new products at compeltitive prices,
especially in the personal care market. Personal care products are now being made with a variety of new
materials and the overall cycle for changing materials has accelerated. While we have substantial technical
resources, there can be no assurance that our new products can be brought to market successfully, or if brought
to market successfully, at the same level of profitability and market share of replaced films. A shift in customer
preferences away from our technologies, our inability to develop and deliver new profitable products, or delayed
acceptance of our new products in domestic or foreign markets, could have a material adverse effect on our
business. In the long term, growth will depend on our ability to provide innovative materials at a cost that meets
our customch needs.

o Continued growth in Film Products’ sale of high value protective film products is not assured. A shift in our
customers'.preference to new or different products could have a material adverse effect on our sale of protective

films. Similarly, a decline in consumer demand for notebook computers or liquid crystal display (LCD) monitors
or a decline in the rate of growth in purchases of LCD televisions could have a significant negative impact on
protective film sales. .

o Our inability to protect our intellectual property rights or our infringement of the intellectual property rights
of others could have a significant adverse impact on Film Products. Film Products operates in a field where
our significant customers and competitors have substantial intellectual property portfolios.. The continued
success of this business depends on our ability not only to protect our own technologies and trade secrets, but
also to develop and sell new products that do not infringe upon existing patents or threaten existing customer

4




relationships.” An unfavorable outcome in any intellectual property litigation or similar proceeding could have a
significant adverse impact on Film Products.

o As Film Products expands its personal care business, we have greater credit risk that is inherent in

broadening our customer base. . .

o Sales volume and profitability of Aluminum Extrusions is cyclical'and highly dependent on economic

. conditions of end-use markets in the United States and Canada, particularly in the construction, distribution
and transportation industries. Our market segments are also subject to seasonal slowdowns during the

- winter months. Because of the high degree of operating leverage inherent in our operations (generally constant
fixed costs until full capacity utilization is achieved), the percentage drop in operating profits in a cyclical
downturn will likely exceed the percentage drop in volume. Any benefits associated with cost reductions and
productivity improvements may not be sufficient to offset the adverse effects on profitability from pricing and
margin pressure and higher bad debts that usually accompany a downturn. In addition, higher energy costs and
the appreciation of the U.S. Dollar equivalent value of the Canadian Dollar can further reduce profits unless
offset by price increases or cost reductions and productivity improvements, ‘

o The markets for our products are highly competitive with product guality, service, delivery ;;erformance and
price being the principal competitive factors. Aluminum Extrusions has around 1,800 customers in a variety of

end-use markets within the broad categories of building and construction, distribution, transportation, machinery

and equipment, electrical and consumer durables. No single customer exceeds 4% of Aluminum Extrusion’s net
sales. Due 1o the diverse customer mix across many end-use markets, we believe the industry generally tracks
the real growth of the overail economy (historical cross-cycle volume growth has been in the 3% range).

During improving economic conditions, excess industry capacity is absorbed and pricing pressure becomes less
of a factor in many of our end-use markets. Conversely, during an economic slowdown, excess industry
capacity often drives increased pricing pressure in many end-use markets as competitors protect their position
with key customers. Because the business is susceptible to these changing economic conditions, Aluminum
Extrusions targets complex, customized, service-intensive business with more challenging requirements which is
competitively more defensible compared to higher volume, standard extrusion applications.

Foreign imports, primarily from China, represent a growing portion of the North American aluminum extrusion
market. Foreign competition to date has been primarily large volume, standard extrusion profiles that impact
some of our less strategic end-use markets. Market share erosion in other end-use markets remains possible.

There can be no assurance that we will be able to maintain current margins and profitability. Our continued
success and prospects depend on our ability to retain existing customers and participate in overall industry cross-
cycle growth. o :

r

Item 1B. 1INRESOILVED STAFF COMMENTS

. |

None.
Item2. PROPERTIES o )
General T

Most of the improved real property and the other assets used in our operations are owned, and none of the

owned property is subject to an encumbrance that is material to our consolidated operations. We consider the plants,
warehouses and other properties and assets owned or leased by us 1o be in generally good condition.’




We bellie\.fe that the capacity of our plants is adequate to meet our immediate needs. Our plants generally
have operated at 50-95% of capacity. Qur corporate headquarters, which is leased, is located at 1100 Boulders
Parkway, Richmond, Virginia 23225, .

i
'

Our principal plants and facilities are listed below:

Film Products
Iacauans_m.zhf_f.lmt.ed.&ams IAmuam_m_Eamgn_CmmLm
Lake Zurich, Illinois  * Chieti, Italy (technical center) * Production-of plastic films and
Pottsville, Pennsylvania - Guangzhou, China ‘ laminate materials
Red Springs, North Carolina Kerkrade, The Netherlands '
(leased) Rétsag, Hungary
Richmond, Virginia (technical « Roccamontepiano, Italy
center) (leased) S#o Paule, Brazil '
_ Terre Haute, Indiana Shanghai, China

(technical centerand . . ;
production facility)

Alumi E i
Carthage, Tennessee. : Pickering, Ontario Production of aluminum extrusions,
Kentland, Indiana . - . Richmond Hill, Ontario ' fabrication and finishing

Newnan, Georgia - Ste Thérése, Québec

Woodbridge, Ontario (leased)

Item3, LEGAL PROCEEDINGS . g

On June 23, 2005, the United States Environmental Protection Agency, Region 4 (“EPA"), issued an
Administrative Order (Docket No. CAA-04-2005-1838, the “Order”) under the Clean Air Act (as amended from
time 1o time, the *Act”) alleging centain violations by Aluminum Extrusions’ Carthage, Tennessee facility of the
refrigerant management regulations promulgated pursuant to the Act. The Order alleged that the violations occurred
primarily in 2002 and 2003.

The Order required Aluminum Extrusions to either replace the cooling system at issue or retrofit it with
“an EPA approved non-ozone depleting substance. The Order further required Aluminum Extrusions to comply with
certain applicable provisions of the Act and to provide certified documeniation verifying compliance with the Order.
Aluminum Extrusions was required to comply.with all terms of the Order within 180 days from issuance.

Aluminum Extrusions fulfilled all obligations imposed by the Order during 2005, and reported that fact in
a letter to the EPA dated October 25, 2005. Although Aluminum Extrusions has not admitted any violations to the
EPA pursuant to the Order, Aluminum Extrusions elected to replace the affected cooling system and mcurred related
replacement costs of approximately $110,000.

Pursuant to a Consent Agreement and Final Order (“CAFO”) that became effective May 9, 2006,
Aluminum Extrusions (i) paid a civil penalty of $30,422 and (ii) undertook a supplemental environmental project
("SEP") in an amount of at least $208,170 ("Minimum SEP Expenditure”). The CAFO requires that the SEP be fully
implemented within one year of the CAFQ's effective date. On July 6, 2006, Aluminum Extrusions completed the
SEP at a cost of $296,432. Management sent a report to the EPA in the fourth quarter of 2006 indicating that it
believes that the SEP was completed in a satisfactory and timely manner. If, however, the EPA rules that the SEP
was not completed satisfactorily or failed to spend at least the Minimum SEP Expenditure, Aluminum Exlrusmns
could be responsible under the CAFO for addmonal penalties of up to $91,000.




itemd4. SUBMISSION OF MATTERS TQ A VOTE OF SECURITY HOLDERS -

. None.

Our common stock is traded on the New York Stock Exchange (' NYSE”) under the ticker symbol TG. We
have no preferred stock outstanding. There were 39,286,079 shares of common stock held by 3,482 shareholders of
record on December 31, 2006.

The followmg table shows the reporled high and low closing pnces of our common stock by quarter for the
past two years.

2006 ' 2005
_ High Low - High Low
First quarter $§ 1665 § 1306 $, 62019 § 1608
Second quarter ) 16.89 13.84 17.50 14.52
Third quarter '16.94 © 1439 16.67 12.09
Fourth quarter . 23.32 16.31 13.16 11.76

The closing price of our common stock on February 20, 2007 was $23.86.

Dividend Inf .

We have paid a dividend every quarter since be-coming a public company in July 1989. During 2006,
2005 and 2004, our quarterly dividend was 4 cents per share.

All decisions with respect to the declaratlon and payment of dmdends will be made by the Board of
Directors in its sole discretion based upon earnings, financial condition, anticipated cash needs, restrictions in our credit
agreement and such other considerations as the Board deems relevant. See Note 8 beginning on page 59 for the . ’
restrictions contained in our credit agreement related to minimum sharehelders’ equity required and aggregate dividends
permitted.

l ' B l [E OI S o
During 2006, 2005 and 2004, we did not purchase any shares of o;ir common stock in the open market.

Under a standing authorization from our board of directors announced on August 8, 2006, we may purchase up to 5
million shares in the open market or in privately negotiated transactions at prices management deems appropriate.

! 1 Meeti
Our annual meeting of shareholders will be held on May 17, 2007, beginning at 9:00 a.m. EDT at Lewis

Ginter Botanical Garden, 1800 Lakeside Avenue, Richmond, Virginia, 23229. We expect to mail formal notice of the
annual meeting, proxies and proxy statements to shareholders on or about March 28, 2007.




Comparative Tredegar Common Stock Performance

The following graph compares cumulative total shareholder returns for Tredegar, the S&P 600 Stock Index
(an index comprised of companies with market capitalizations sirmilar to Tredegar) and the Russell 2000 Index for the
five years ended December 31, 2006. Tredegar is part of both the S&P SmallCap 600 Index and Russetl 2000 index.

Comparison of § Year Cumulative Total Return*
. Tredegar Corpomtmn, S&P Snmallcap 600 Index
' . and Russell 2000 Endex
$200 - '
5180 - Y. -
$160 e T
$140 | Pt AT e
$120
3100
$80
$60
$40 {
$20 .
$0 : - T— s —
12/01 12412 12/03 12/04 12105 12/06

—&— Tredegar Corporation - - - S&P Smallcap 600 -0~ Russell 2000

* £100 nvested ot 12/31/01 in stack or index, including reinvestment of dividends,
Fiscal year ending December 31,

Inquiri

Inquiries concerning stock transfers, dividends, dividend reinvestment, consolidating accounts, changes of
address, or lost or stolen stock certificates should be directed to:

National City Bank

Dept. 5352 ' : : :
Corporate Trust Operations : :

P.O. Box 92301 v

Cleveland, Ohio 44101-4301

Phone: 800-622-6757

E-mail: shareholder.inquiries@nationalcity.com

All other inquiries should be directed to: .

Tredegar Corporation

Investor Relations Department
1100 Boulders Parkway
Richmond, Virginia 23225
Phone: 800-411-7441

E-mail: invest@tredegar.com
Web site: www.tredegar.com




We do not generate or distribute quanerly reports to shareholders. Information on quarterly results can
be obtained from our website. In addition, we file quarterly, annual and other information electronically with the

SEC, which can be accessed on its website at waww sec gav,
] l C I . ) I l I B » ] E l ll ! . El

Hunton & Williams LLP PricewaterhouseCoopers LLP
Richmond, Virginia Richmond, Virginia

ltem6. SELECTED FINANCIAL DATA

The tables that follow on pages 10-16 present certain selected financial and segment information for the
eight years ended December 31, 2006. :
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Item7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

E t-looki | Cauti g

From time to time, we may make statements that may constitute “forward-looking statements” within the
meaning of the “safe-harbor” provisions of the Private Securities Litigation Reform Act of 1995, These statements are
based on our then current expectations and are subject to a number of risks and uncertainties that could cause actual
results to differ materially from those addressed in the forward-looking statements. Some of the risk factors that may
cause such a difference are summarized on pages 3-5 and are incorporated herein.

Executive Summary
General
Tredegaris a manufacturer of plastic films and aluminum extrusions. Descnptlons of our businesses are
provided on pages 1-5. - ; .

Income from continuing operations was $38.2 million (98 cents per diluted share) in 2006 cornpzired with
$16.2 million (42 cents per diluted share) in 2005. - Gains on the sale of assets, investment write-downs and other items
and losses related to plant shutdowns, assets impairments and restructurings are described in results of operations

. beginning on page 20. The business segment review begins on page 33.

In Film Products, net sales were $511.2 million in 2006, up 11.1% versus $460.3 million in 2005.
Operating profit from ongoing operations was $57.6 million in 2006, up 28.3% compared to $44.9 million in 2005.
Operating profit from ongoing operations excluding the estimated effects of resin pass-through lag and year-end LIFO
adjustments was $53.1 million in 2006, up 8.6% versus $48.9 million in 2005, Volume decreased to 253.5 million
pounds in 2006 from 261.1 million pounds in 2005. We estimate that the growth in net sales excluding the effects of
the pass-through of resin price changes and foreign exchange rate changes was approximately 6% in 2006. Sales and
operating profit growth in 2006 were driven primarily by increased sales of high-value surface protection films, elastic
materials and new apertured topsheets, partially offset by lower sales of certain commodity barrier films that were
dropped in conjunction with the shutdown of the plant in LaGrange, Georgia. The plant was shut down in the first half
of 2006 and had sales of commodity barrier films of approximately $20 million in 2005,

Film Products has index-based pass-through raw material cost agreements for the majority of its business.
However, under certain agreements, changes in resin prices are not passed through for an average period of 90 days.
Average quarterly prices of low-density polyethylene resin (“LDPE”) in the U.S, have been volatile over the last
several years (see the chart on page 29) Resin pnces in Europe Asia and South America have exhibited similar
trends. : ,

Capital expenditures declined to $33.2 mallion in 2006 compa:.'ed'wilh $50.5 million in 2005. Capital -

expenditures in 2007 are expected to be approximately $35 million. Approximately half of the capital expenditures in .

2006 related to expanding the production capacity for surface protection films. These films are primarily used 10
protect flat panel display components during fabrication, shipping and handling. Sales of surface protection films used
primarily in this application totaled approximately $56 million in 2006, $30 millicn in 2005 and $16 million in 2004.
Other capital expendimres in 2006 included capacity additions for elastic materials:and a new information system,
which was rolled out in U.S, locations: Depreciation expense was $31.7 mllhon in 2006 compared with $26.5 million
2005, and is projected to be $34 million in 2007, -

!I l. EI [

In Aluminum Extrusions, net sales were $577.3 miilion in 2006, up 22.4% versus $471.7 million in 2005.
Operating profit from ongoing operations was $22.0 million in 2006, up 14.0% compared to $19.3 million in 2005.
Volume increased to 259.9 million pounds in 2006, up 5.5% compared to 246.4 millicn pounds in 2005. Growth in
shipments in 2006 was driven by demand for extrusions used in commercial construction and hurricane protection
17
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products, pantially offset by a decline in extrusions used in residential construction. The increase in operating profit during
2006 was primarily due to higher volume and selling prices and lower energy costs (energy costs were down $1.1 million),
partially offset by appreciation of the Canadian Dollar ($2.8 million) and higher charges for possfble uncollectible
accounts ($1.4 mnlhon) .

Caplta] expenditures in 2006 were $7 4 million versus $12 million in 2005 and are expecled-to be
approxunately $14 million in 2007. Depreciation expense was $12.3 million in 2006 compared with $11.5 million in
2005, and is pro_lected to be $12. 8 rmll:on in 2007,

Otber Developments

Consolidated net pension expense was $2.6 million in 2006, an increase of $5.3 million (9 cents per share
after taxes) from the net pension income of $2.7 million recognized in 2005 (see Note 11 beginning on page 61 for
more information). Most of this unfavorable change relates toa pension plan that is reflected in *‘Corporate expenses,
net” in the segment operating profit table on page 13. We contributed $1.1. million to our pension plans in 2006 and
expect required contributions of $1.1 million in 2007. .

On October 26, 2006, we announced changes to our U.S. defined benefit (pension) and savings plans covering
salaried and certain other employees. The changes had no impact on our net income or eamings per share in 2006. The
changes relating to the pension plan reduced our projected benefit obligation by approximately $10 million as of
December 31, 2006; In 2007, the changes to the pension plan are expected to reduce our service cost, interest cost and
amortization of prior service cost components of pension expense by approximately $600,000, $600,000 and $1.5 million,
respectively, and the savings plan changes are expected to increase charges for company maiching contributions by
approximately $700,000. Based on these changes and other factors, we expect pension income of $2.0 million in 2007, a
favorable change of $4.6 million or 7 cents per share after taxes compared with 2006. . .

Effective December 31, 2006, we adopted Statement of Financial Accounting Standards (*“SFAS”) No. 158,
Employers' Accounting for Defined Benefit Pension and Other Postretivement Plans, an amendment of FASB -
Statements No 87, 88, 106 and 132(R). In accordance with this new standard we recognized the funded status of our
pension and other postretirement plans in our balance sheet as of December 31, 2006, which included plan assets at fair
value in excess of benefit obligations of $41.0 miilion. The adjustments in our balance sheet of our pension and other
postretirement plans 1o recognize their funded status resulted in a decrease in prepaid pension cost of $27.7 million, an
increase in related liabilities of $3.3 million, a decrease in non-current deferred income tax liabilities of $11.4 million
and a decrease in shareholders’ equity of $19.6 million. Prepaid pension cost and related liabilities are included in
“Other assets and deferred charges and “Other noncurrent liabilities” in the consolidated balance sheets,

During the first quarter of 2006, we adopled Statement of Financial Accountmg Standards No. 123(R),
Share-Based Payment (“SFAS 123(R)"), which requires all stock-based compensation to be expensed and accounted
for using a fair value-based method. The adoption of SFAS 123(R) and the granting of stock options in 2006 resulted .
in pretax charges for stock option-based compensation of $970,000 (2 cents per share after taxes) in 2006.

Strong cash flows from operations after investing activities and dividends of approximately $58 million and
proceeds from the exercise of stock options of approximately $10 million resulted in a decline in net debt (total debt -
net of cash) of approximately $68 million in 2006. Consolidated net capitalization and other credit measures are
provided in the financial condition section beginning on page 24.

} - v . LI

' Critical 4 ine Polici

In the ordjnary course of business, we make a number of estimates and assumptions relating to the reporting
of results of operaticns and financial position in the preparation of financial statements in conformity with generally
accepted accounting principles. Actual results could differ significantly from those estimates under different
assumptions and conditions. We believe the following discussion addresses our critical accounting policies. These '
policies require management to exercise judgments that are often difficult, subjective and complex due to the necessity
of estimating the effect of matters that are inherently uncertain.
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We regularly assess our long-lived identifiable assets for impairment when events or circumstances indicate
that-their carrying value may not be recoverable from future cash flows. Any necessary impairment charges are recorded

when we do not believe the carrying value of the long-lived asset will be recoverable. We also reassess the useful lives of |

our long-lived assets based on changes in our business and technologies.

We assess goodwill for impairment when events or circurnstances indicate that the carrying value may not be
recoverable, or, at a minimum, on an annual basis (December 1 of each year). We have made determinations as to what
our reporting units are and what amounts of goodwill and intangible assets should be allocated to those reporting units.

In assessing the recoverability of long-lived identifiable assets and goodwill, we must make assumptions
regarding estimated future cash flows, discount rates and other factors to determine if impairment tests are met or the fair
value of the respective assets. If these estimates or their related assumptions change in the future, we may be required to
record additional impairment charges. Based upon assessments performed, we recorded asset impairment losses for
continuing operations related to long-lived identifiable assets of $1.2 million in 2006, $8.6 million in 2005 and $14.1
million in 2004,

Pension Benefits

We have noncontributory and contributory defined benefit (pension) plans that have significant net pension
income developed from actuarial valuations. Inherent in these valuations are key assumptions including discount rates,
expected return on plan assets and rate of future compensation increases. We are required to consider current market
conditions, including changes in interest rates and plan asset investment returns, in determining these assumptions,
Actuarial assumptions may differ materially from actual results due to changing market and economic conditions,
higher or lower withdrawal rates or longer or shorter life spans of participants. These differences may result in a
significant impact to the amount of net pension income recorded in future periods.

The discount rate is used to determine the present value of future payments. The discount rate is the single
rate that, when applied to expected benefit payments, provides a present value equal to the present value of expected
benefit payments determined by using the AA-rated bond yield curve. In general, our liability increases as the discount
rate decreases and vice versa. Qur weighted average discount rate was 5.70% at the end of 2006, 5.70% at the end of-
2005 and 6.00% at the end of 2004, with changes between periods due to changes in market interest rates. The
compensation increase assumption affects the estimate of future payments, and was 4% at the end of 2006, 2005 and
2004. A lower expected return on plan assets increases the amount of expense and vice versa. Decreases in the level
of actual plan assets will also serve to increase the amount of pension expense. During 2006, 2005, 2004 and 2003, the
value of our plan assets increased due to improved general market conditions after declining in 2002, 2001 and 2000.
Our expected long-term return on plan assets has been 8.4% since 2004 based on market and economic conditions and
asset mix (our expected retum was 8.6% in 2003 and 9% in 2002 and prior years). See page 65 for more information
on expected long-term return on plan assets and asset mix. .

See the executive summary béginning on page 17 for further discussion regarding the financial impact of
our pension plans, .

Income Taxes

"

Many deductions for tax return purposes cannot be taken until the expenses are actually paid, rather than
when the expenses are recorded for book purposes. In these circumstances, we accrue for the tax benefit expected to
be received in future years if, in our judgment, it is more likely than not that we will receive such benefits. In addition,
the amount and timing of certain current deductions (which reduce taxes currently payable or generate income tax
refunds) require interpretation of tax laws. ln these circumstances, we estimate and accrue income tax contingencies
for differences in interpretation that may exist with tax authorities. On a quarterly basis, we review our judgments
regarding income tax contingency accruals and the likelihood the benefits of a deferred 1ax asset will be realized.
During the periodic reviews, we must consider a variety of factors, including the nature and amount of the tax income
and expense items, the current tax statutes, the current status of audits performed by tax authorities and the projected
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future earnings. We believe the realization of our net deferred tax assets is reasonably assured and that our income tax
contingency accruals are adéquate as measured under existing accounting standards. As circumstances change, our
valuation allowances for deferred tax assets, income tax contingency accruals and net earmngs are ad_]usted accordingly
in that period.

Recently Issued Accounting Standards

In September 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
("FSP") No. AUG AIR-1, Accounting for Planned Major Maintenance Activities. The FSP is effective for the first
fiscal year beginning after December 15, 2006. The FSP eliminates the accrual method of accounting for major
maintenance activities, but continues té permit the use of the direct expensing, built-in'overhaul and deferral methods.
The FSP also continues to require accruals or deferrals for interim periods of arinual costs that ¢learly benefit two or
more interim periods. We are evaluating the FSP and have not determined whether or not it will have a material effect
on our financial posmon or results of operations.

In July 2006, the FASB issued FASB Interpretation No. 48, dccounting for Uncertainty in Income Taxes,
clarifying the accounting for uncertain tax positions. The interpretation prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to
be taken in a tax renirn. This interpretation is effective for fiscal years beginning after December 15, 2006 with earlier
application encouraged We are evaluating the interpretation and have not determined if it will have a matenal effect
on our financial position or results of operations. :

’ Results of Operations
2006 versus 2008 ©m '

Revenues. Sales in 2006 increased by 16.7% compared with 2005. Net sales (sales less freight) increased 11.1% in
Film Products primarily due to growth in higher value-added products, including surface protection, elastic and
apertured materials, and higher selling prices, which were driven by higher raw material costs. Net sales increased
22.4% in Aluminum Extrusions due to higher volume {up 5.5%) and selling prices. For more information on net sales
and volume, see the executive summary beginning on page 17.

Operating Costs and Expenses. Gross profit (sales minus cost of goods sold and freight) as a percentage of sales
increased to 12.9% in 2006 from 12.7% in 2005. At Film Products, a higher gross profit margin was driven primarily
by growth in higher value-added products, including surface protection, elastic and apertured materials, partially offset
by the effects of higher average selling prices to cover higher average resin costs. Margins in Film Products also
improved in 2006 versus 2005 from'a favorable lag in the pass-through to customers of changes in resin costs and
income from LIFO mvemory liquidations of approximately $7.4 million in 2006 (including $2.9 million of income
shown in “Cost of goods sold” in the consolidated statements of income from LIFO liquidations related to the
shutdown of the facility in LaGrange, Georgia) compared with an unfavorable net lag and LIFO adjustment in 2005 of
approximately $4.0 million. At Aluminum Extrusions, a lower gross profit margin was primarily due to the effects of
higher selling prices to cover higher aluminum costs and appreciation of the Canad:an Dollar, partially offset by hlgher
volume and selling pnces and Jower energy costs.

As a percentage of sales, selling, general and administrative (**SG&A™) expenses decreased to 6.1% in 2006
compared with 6.8% in 2005 due primarily to higher sales and the divestiture of substantially all of our interest in
AFBS, Inc. (formerly known as Therics, Inc.) at the end of the second quarter of 2005. For more information on this
divestiture, see the business segment review beginning on page 33.

"R&D expenses declined to $8.1 million in 2006 from $9 0 miilion in 2005 primarily due to the divestiture of
substantially all of our interest in AFBS. .

Losses associated with plant shutdowns, asset impairments and restructurings, net of gains on sale of related
assets and related i income from L]FO inventory liquidations, in 2006 totaled $1.9 million ($1.4 million after taxes) and
included: :
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A fourth quarter net gain of $14,000 ($8,000 after taxes), a third-quarter net gain of §1 million ($615,000 after
taxes), a second-quarter net gain of $822,000 ($494,000 after taxes) and a first-quarter pretax charge of $404,000
($243,000 after taxes) associated with the shutdown of the films manufacturing facility in LaGrange, Georgia,
including a pretax gain of $2.9 million for related LIFQ inventory liquidations (included in "Cost of goods sold" in
the consolidated statements of income), severance and other costs of $1.6 million, asset impairment charges of
~:$130,000 and a gain on the disposal of equipment of $261,000 (mcluded in “Other income (expense), net” in the
consolidated statements of income);

A third-quarter charge of $920,000 ($566,000 after taxes) related to expected future environmental costs at the
aluminum extrusions facility in Newnan, Georgia (included in "Cost of goods sold" in the consolidated statements

of income);

A fourth quarter charge of $143,000 (393,000 after taxes) and a third quarter charge of $494,000 ($321,000 after

taxes) related to the estimated loss on the sub-lease of a portion of the AFBS facility in Princeton, New Jersey; .
Second-quarter charges of $459,000 ($289,000 after taxes} and first-quarter charges of $268,000 ($170,000 afier
taxes) for severance and other employee-related costs in connection with restructurings in Aluminum Extrusions

(8$514,000) and Film Products (3213,000); and
First-quarter charges 'of $1 million ($8‘76 000 after taxes) for asset 1mpa1rmenls relating to machinery & equxpment

in Film Products.

In 2006, a pretax gain on the sale of public equity securities of $56,000 (proceeds also of $56,000) is

included in “Other income {expense), net” in the consolidated statements of income and *Gain on the sale of corporate
assets” in the segment operating profit table on page 13. Income taxes in 2006 include a reversal of a valuation
allowance of $577,000 for deferred tax assets associated with capital Joss carry-forwards recorded with the write-down
of the investment in Novalux. Outside appraisal of the value of corporate assets, primarily real estate, performed in

‘December 2006, indicatés that realization of related deferred tax assets is more likely than not.

For more information on costs and expenses, sce the executive summary beginning on page 17.

Interest Income and Expense. Interest income, which is included in “Other income (expense), net” in the
consolidated statements of income, was $1.2 million in 2006 and $586,000-in 2005. Interest income was up primarily

due to a higher average yield earned on cash equivalents. Qur policy permits investment of excess cash in marketable .

securities that have the highest credit ratings and maturities of less than one year with 1he pr:mary objectives being
safety of principal and liquidity.

a-

Interest expense increased to $5.5 million in 2006 compared with $4, 6 million in 2005 Average debt

outstanding and interest rates were as follows:

(In Milljons) : ‘ 2006 2005 -

Floating-rate debt with interest charged on a rollover
basis at one-month LIBOR plus a credit spread:

Average outstanding debt balance - 8 90 5 1100

Average interest rate - ) 5.9% - 4.5%
Fixed-rate and other debt: ‘ 7

Average outstanding debt balance $ 4.4 $ 5.9

Average interest rate 6.5% - 5.5%
Total debt: o ‘

Average outstanding debt balance L $ 954 $ 1159

Average interest rate ) ) 59% 4.6%

Income Taxes. The effective tax rate declined to 35.1% in 2006 compared with 38.1% in 2005 due to the numerous

variances between years that are shown in the effective tax rate reconciliation prowded in Note 14 of the notes to
financial statements. )




2005 versus 2004

Revenues. Overa]Il, sales for 2005 increased 11.1% compared with 2004. ‘Net sales (sales less freight) for Film
Products increased 11.4% primarily due to sales of higher value-added products (mainly apertured, elastic and surface
protection materials} and higher selling prices driven by higher raw material costs. Net sales for Aluminum Extrusions
increased 11% pnmanly due to higher selling prices driven by higher raw material and energy costs and higher sales
volume (volume was up 1.2%). For more information on net sales, see the business segmcnl review beginning on page
33

Operating Costs and Expenses. Gross profit (sales less cost of goods sold and freight) as a percentage of sales
decreased to 12.7% in 2005 from 14.1% in 2004. At Film Products, the lower gross profit margin was driven primarily
by higher resin costs, partially offset by higher overall gross profit from sales of higher value-added products. For
more information on resin costs, see the executive surnmary beginning on page 17. .At Aluminum Extrusions, the gross
profit margin decreased in 2005 compared with 2004 primarily due to higher energy costs and strength of the Canadian
Dollar, partially offsel by price increases, higher volume and an energy surcharge.

As a percentage of sales, SG&A expenses decreased to 6.8% in 2005 compared with 7 0% in 2004 due to
hlgher sales and the divestiture of substantially al of our interest in AFBS at the end of the second quarter of 2005,
partially offset by the classification of certain costs at AFBS as operating versus R&D consistent with the
commercialization of the company’s bone void filler products last year.

R&D expenses declined to $9.0 million in 2005 from $15.3 million in 2004. R&D spending at AFBS
declined to $2.4 million in 2005 from $7.8 million in 2004 due to the divestiture of substantially all of our interest in
AFBS at the end of the second quarter of 2005. Further contributing to lower R&D expenses at AFBS were cost
reduction efforts and the classification of certain costs as operating versus R&D consistent with the commercialization
of the company’s bone void filler products last year. R&D spending at Film Products dropped to $6.6 million in 2005 '
compared with $7.5 million in 2004 due 1o restructuring.

Losses associated with plant shutdowns, asset impairments and restructurings, net of gams on sale of related
assets, in 2005 totaled $14.6 million ($9.4 million after taxes) and included: :

e A fourth-quarter charge of $269,000 ($ 174,000 afier taxes) and a second-quarter charge of § 10 million ($6 5
million after taxes) related to the sale or assignment of substantially all of AFBS assets, including asset impairment
charges of $5.6 million, lease-related losses of $3.3 million and severance (31 people) and other uansaétion—
related costs of $1.4 million (see page 35 for additional information on the transaction); ‘

¢ Founth-quanter charges of $397,000 ($256,000 afier 1axes), third-quarter charges of $906,000 ($570,000 after
taxes), second-quarter charges of $500,000 ($317,000 afier taxes) and first-quarter charges of $418,000 ($266, 000
after taxes) related to severance and other employee-related costs associated with restructirings in Film Products
{$1.1 million before taxes) and Aluminum Extrusions ($648,000 before taxes) and at corporate headquarters
{$455,000 before taxes; included in “Corporate expenses, net” in the segment operating profit table on page 13)
{an aggregate of 21 people were affected by these restructurings);

» A fourth-quarter charge of $2.1 million ($1.3 million after taxes) related to the shutdown of the films
manufacturing facility in LaGrange, Georgia, including asset impairment charges of $1.6 million and severance
(15 people) and other costs of $486,000;

s A fourth-quarter gain of $1.9 million ($1.2 million afier taxes), a third-quarter charge of $198,000 ($127,000 after
taxes), a second-quarter net gain of $71,000 ($46,000 after taxes) and a first-quarter charge of $470,000
($301,000 after taxes) related to the shutdown of the aluminum extrusions facility in Aurora, Ontario, including a
$1.7 million gain on the sale of the facility (included in "Other income (expense}, net" in the consolidated
statements of income) and $1.1 million of shutdown-relaied costs partially offset by the reversal to income of
certain accruals associated with severance and other costs of $709,000;

+ A second-quarter charge of $27,000 ($16,000 after taxes) and a first-quarter gain of $1.6 mllhon ($973,000 after
taxes) related to the shutdown of the films manufacturing facility in New Bern, North Carolina, including.a $1.8
million gain on the sale of the facility (included in "Other income (expense), net” in the consolidated statemcnts of
income), partially offset by shutdown-related expenses of $225,000;

e A first-quarter charge of 31 million ($653,000 after taxes) for process reengineering costs associated with the

22




*separately shown in the segment operating profit table on page 13.

implementation of a global information system in Film Products (included in "Costs of goods sold" in the
consolidated statements of income);

s Fourth-quarter charges of $118,000 ($72,000 after taxes), thlrd-quaner charges of $595,000 ($359,000 afier

taxes), second-quarter charges of $250,000 ($150,000 afier taxes) partially offset by a net first-quarter gain of
$120,000 (372,000 after taxes) related to severance and other employee-related accruals associated with the
restructuring of the research and development operations in Film Products (of this amount, $1.4 million in pretax
charges for employee relocation and recruitment is included in SG&A expenses in the consolidated statements of
income);

¢ A second-quarter gain of $653,000 ($392,000 after taxes) reiated to the shutdown of the films manufacturing

facility in Carbondale, Pennsylvania, including a $630,000 gain on the sale of the fac:]nty (included in **Other
income (expense), net” in the consolidated statements on income), and the reversal to income of certain shutdown-
related accruals of $23,000;

Fourth-quarter charges of $583,000 ($351,000 afier taxes) for asset impairments in Film Products;

A net fourth-quarter charge of $495,000 ($310,000 after taxes) in-Aluminum Extrusions, including an asset
impairment of $597,000, partially offset by the reversal to income of certain shutdown-related accruals of
$102,000;

s Fourth-quarter chargcs of $31,000 {($19,000 after taxes), third-quarter charges of $117,000 ($70,000 after taxes)
second-quarter charges of $105,000 ($63,000 after taxes) and first-quarter charges of $100,000 (360,000 aﬂer
taxes) for accelerated depreciation related to restructurings in Film Products; and

» A fourth-quarter charge of $182,000 ($119,000 after taxes) in FlIm Products related to the write-off of an
investment,

Gain on sale of corporate assets in 2005 includes a pretax gain of $61,000 related to the sale of corporate *
real estate. This gain is included in “Other income {expense}, net” in the consolidated statements of income and

AT

During the first quarter of 2005, we recognized a pretax gain for interest receivabie on tax refund claims of
~ $508,000 ($327,000 afier taxes) (included in "Other income (expense), net" in the consolidated statements of income

and "Corporate expenses, net" in the segment operalmg profit table on page 13)."

During the fourth quarter of 2005, we recognized a pretax loss of $5 million ($3.8 million after taxes) from.
the write-down of our investment in Novalux, Inc. to estimated fair value at that time of $1.1 million. Novalux is a
developer of laser technology for potential use in‘a variety of applications. The reduction in estimated fair value was
due to longer than anticipated delays both in bringing the company’s technology to market and in obtaining key
development parmerships as well as liquidity issues. The loss from the write-down is included in *Other income
(expense), net” in the consolidated statements of income and separately shown in the segment operating profit table on

* page 13." Subsequent to the first quarter of 2006, Novalux prospects improved and we invested an aggregate of

$542,000 in May and September of 2006. As of December 31, 2006, our mvestmenl in Novalux was $6.6 million.

OQur carrying value in Novalux of $1.6 million'and $1.1 ‘million at December 31, 2006 and 2005, respectively, is
included in “Other assets and deferred charges” in the consolidated balance sheet. Our voting ownership of Novalux as
of December 31, 2006 is approxnmalely 12% (11% ona fully diluted basis). ’

For more information on costs and expcnscs,' sec the business segment review beginning on page 33.
Interest Income and Expense. Interest income‘which is included in “Other income (expense), net” in the

consolidated statements of income, was $586,000 in 2005 and $350,000 in 2004. Interest i income was up primarily due
to a higher average yield éamed on cash equivalents. Qur policy permits investment of excess cash in marketable .
securities that have the highest credit ratings ‘and maturmeq of ]ess than one year w:th the primary objectives being
safety of principal and liquidity. '
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" Interest expense increased to $4.6 million in 2005 compared with $3.2 million in 2004. Average debt
outstanding and interest rates were as follows:

! ! '
(In Millions) : 2005 . 2004

Floating-rate debt with interest chargcd on arollover
basis at one-month LIBOR plus a credit spread

Average outstanding debt balance . $ 1100 $ 1052

.Average interest rate : 4.5% 2.7%
Fixed-rate and other debt: _ '

- Average outstanding debt balance s . $ 59 $ 56

/Average interest rate . ) 5.5% 6.0%
Total debt: ' - ‘ -

Average outstanding debt balance . c $ 1159 $ 1108

Average interest rate . s 4.6% 2.8%

Income Taxes. The effective tax rate from continuing operations was 38.1% in 2005, up from 26.0% in 2004. The
lower rate in 2004 reflects a tax benefit of $4 million related to the reversal of income tax contmgency accruals upon
favorable conclusion of IRS and state examinations through 2000

VEO .[G !-' '
! II-III;-

Changes in operating assets and liabilities from December 31, 2005 to December 31, 2006 are summarized
below: \ ' . ' : :

e  Accounts receivable increased $2.5 million (2.1%).

- Accounts receivable in Film Products increased by $6.5 million due mamly to higher sales. Days sales
outstanding (“"DSO") was 46 at December 31, 2006 compared with 45 days at December 31, 2005.

— Accounts rcce:vable in A]ummum Extrusions decreased by $2.1 million. DSO was sbout 45, consistent with
last year. '

- Accounts receivable at Corporate declined by $1:9 million due to funds received from an insurance settlement
in February 2006. :

¢ Inventories increased by $6.5 million (10 4%).
- Inventories in Film Products increased by 334 mitlion. Inventory days climbed to 43, up from 38 at

September 30, 2006 due to a build-up in inventory caused by lower sales than expected. We believe that the
unfavorable sales variance in the fourth quarter of 2006 is due to customer inventory corrections. Inventory
_ days are still about 5 days below last year, which is md:cauve of the success achieved by the inventory
managemem program initiated at the beginning of the year.
- Invenlones in Aluminum Extrusions increased by $3.1 million. Inventory days were 35 in Aluminum
Extrusions at December 31, 2006 compared with 32 days at December 31, 2005.

s  Net property, plant and equipment was up $2.9 million (0 9%) due primarily 10 appreciation of foreign currencies -
relative to the U.S. Dollar ($9 1 million), capital expendltures of $40.6 million compared with depreciation of
$44.1 million and asset impairments in Film Products of $1.2 million.

. Accounts payable increased by §7.7 million (12.5%). _
- Accounts payable days were 29 in Film Products at December 31, 2006 ‘compared with 28 days at December

31, 2005.
-~ Accounts payable days were 27 in Alummum Extrusions compared with 26 days at December 31, 2005.

s Accrued expenses increased by $5.9 million (16.3%) due primarily to incentive compensation accruals (there was
no significant incentive compensation earned in 2005) and the timing of payments.

o Other noncurrent assets decreased and other noncurrent liabilities increased due primarily to the adoption of SFAS
No. 158.

+ Net deferred income tax liabilities in excess of assets increased by $3.2 million due 10 numerous changes between
years in the balance of the components shown in the December 31, 2006 and 2005 schedule of deferred income
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tax assets and liabilities provided in Note 14 of the notes to financial slalemcnts.

Net capltahzauon and mdebtedness as defined under our revolving credit agreement as of December 31, 2006

are as foliows:

Net Capitalization and Indebtedness as of Dec. 31, 2006

(1;1 Thousands)
Net capitalization:
Cash and cash equivalents ‘ $ 40,898
Debt: . mer
$300 million revolving credit agreement maturing
December 15, 2010 60,000
Other debt ' 2,520
Total debt 62,520
Debt net of cash and cash equivalents 21,622
- Shareholders' equity o 516,595
Net capitalization 538,217
Indebiedness as defined in revolving credit agreement:
Total debt . -3 62,520
Face value of letters of credit ' 5,907
Liabilities refating to derivative financial instruments 116
Indebtedness k) 68,543

Under the revolving credit agrcement borrowmgs are permitted up to $300 million, and $239 million was

E available to borrow at December 31, 2006. The credit spread and commitment fees charged on the unused amount under .

the revolving credit agreement at various indebtedness-to-adjusted EBITDA levels are as follows:

Pricing Under Revolving Credit Agreement (Basis Points)

Indebtedness-to- Adjusted Credit Spréad ) Commitment
EBITDA Ratio Over LIBOR " Fee

> 2.50x but <= 3x - 125 - : 25

> 1.75x but <= 2.50x 100 L 20

> 1x but <=1.75x 87.5 17.5
<=1 s 75 : 15

At December 31, 2006, the interest rate on debt under the revolving credit agreement was priced at one-month
LIBOR plus the applicable credit spread of 75 basis points,
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" The conllputalions of adjusted EBITDA, adjusted EBIT, the leverage ratio and interest coverage ratioas
defined in the credit agreement are presented below along with the related most restrictive covenants. Adjusted EBITDA

and adjusted EBIT as defined in the credit agreement are not intended to represent cash flow from operations as defined by o

GAAP and should not be considered as either an alternative to net income or to cash flow.

Computations of Adjusted EBITDA, Adjusted EBIT, Leverage Ratio and:
Interest Coverage Ratio as Defined in Credit Agreement Along with Related Most
Restrictive Covenants
For the Year Ended December 31, 2006 (In Thousands)
Computauons of adjusted EBlTDA and adjusted EBIT as defined in
Credit Agreement:

Net income . $ 38,201
Plus:
After-tax losses related to discontinued operations
Total income tax expense for continuing operations 20,636
Interest expense ‘ . 5,520
Charges related to stock option grants and awards accounted for .
under the fair value-based method " ‘ 970
Losses related to the application of the equity method of accounting . 25 -
Depreciation and amortization expense for continuing operations - 44,281

All non-cash losses and expenses, plus cash losses and expenses not
to exceed $10,000, for continuing operations that are classified as
unusual, extraordinary or which are related to plant shutdowns, asset
impairments and/or restructurings (cash-related of $3,850) 5,000 .
Minus:
Afier-1ax income related to discontinued operations ' -
Total income tax benefits for continuing operalnons
Interest income
All non-cash gains and income, plus cash gains and i income not to
exceed $10,000, for continuing operations that are classified as unusual,
extraordinary or which are related to plant shutdowns, asset
" impairments and/or restructurings (cash-related of $317) _ (3,206)
Plus or minus, as applicable, pro forma EBITDA adjustmems associated
with acquisitions and asset dispositions _ -

(1,246)

Pl

Adjusted EBITDA as defined in Credit Agreemem 110,187
Less: Depreciation and amortization expense for continuing operations ' )
(including pro forma for acquisitions and asset dispositions) . (44,281)

Adjusted EBIT as defined in Credit Agreement 3 65,906
Indebtedness: .

Total debt . ¥ 62,520

Face value of letters of credit : 5,907

Indebtedness ' $ 68,427
Shareholders' equity at December 31, 2006 ’ ‘ .§ 516,595

Computations of leverage and interest coverage ratios as defined in
Credit Agreement: : )
Leverage ratio (indebtedness-to-adjusted EBITDA) ' O2x
Interest coverage ratio (adjusted EBIT-to-interest expense) 11.94x
Most restrictive covenants as defined in Credit Agreement:
Maximum permitted aggregate amount of dividends that can be paid
by Tredegar during the term of the Credit Agreement ($100,0600 plus

50% of net income generated afier October 1, 2005) .5 119546
Minimum adjusted shareholders' equity permitted ($351,918 plus ) _

50% of net income generated after October 1, 2005) $ 371464
Maximum leverage ratio permitted: ‘

Ongoing 3.00x

Proforma for acquisitions 2.50x%
Minimum interest coverage ratio permitled ‘ 2.50x
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* . Noncompliance with any one or more of the debt covenants may have a material adverse effect on financial

" condition or liquidity in the event such noncompliance cannot.be ¢ured or should we be unable to obtain a waiver from

the lenders. .Renegotiation of the covenant(s) through an amendment to the credit agreement may effectively cure the
noncompliance, but may have an effect on financial condition or liquidity depending upon how the covenant is

renegotiated.

We are obligated to make future payments under various contracts as set forth below:

Payments Due by Period .
(In Millions) T 2007 2008 2009 2010 201F Remainder Total
Debt ) : 5 7§ S5 § 5.8 604 3 2 % 2§ 625
Operating leases: . -
" AFBS (formerly Therics) 1.6 16 1.6 1.6 4 - © 6.8
Other 2.1 1.6 5 5 3 8 58
Capital expenditure commitments * 6.0 - - - - - 6.0
Total 5 104 % 37 % 26 3 625 % 9 3 10 § 811

*Represents contractual obligations for plant construction and purchases of real property and equipment. See Note 13 on page 66.

_ We believe that existing borrbiving availability, our current cash balances and our cash flow from
operations will be sufficient to satisfy our working capital, capital expenditure and dividend reqmrcmcnls for the
foreseeable future. L .

From time to time, we enter into transactions with third parties in connection with the sale of assets or
businesses in which we agree to indemnify the buyers or third parties involved in the sale for certain liabilities or risks
related to the assets or business. Also, in the ordinary course of our business, we may enter into agreements with third
parties for the 'sale of goods or services that may contain indemnification provisions. In the event that an '
indemnification claim is asserted, liability for indemnification would be subjéct to an assessment of the underlying
facts and circumstances under the terms of the applicable agreement. Further, any indemnification paymenis may be
limited or barred by a monetary cap, a time limitation, or a deductible or basket. For these reasons, we are unable 1o
estimate the maximum potential amount of the potential future liability under the indemnity provisions of these

agreements. We do however, accrue for losses for any known contingent Jiability, including those that may arise from

indemnification provisions, when future payment is probable. We disclose contingent liabilities if the probablllty of
loss 1s reasonably possnble and signifi cant.

fl .

. . -’ ‘ . ) ) . - R )
At December 31, 2006, we had 39,286,079 shares of common stock outstanding and a total market

capitalization of $888.3 million, compared with 38,737,016 shares of common stock outstanding and a total market
capilé!iza;ion of $499.3 million at December 31, 2005.

During 2006, 2005 and 2004, we did not purchase anj shares of our common stock in the open market.
Under a standing authorization from our board of directors, we may purchase up to 5 million shares in the open market
or in privately negotiated transactions at prices management deems appropriate.

Cash Flows

The d:scussnon in this section supplements the information prcsented in the consolidated statements of cash
flows on page 44.

Cash provided by operating activities was $104.6 million in 2006 compared with $53.7 million in 2005,
The increase is due primarily to improved operating results, higher deferred income taxes and lower incremental
working capital investment (see assets and liabilities section on page 24 for discussion of working capital trends).

Cash used in investing activities was $40.6 million in 2006 compared with $55.0 million in 2005 due
primarily to lower capital expenditures. Capital expenditures in 2006 in Film Products of $33.2 million (down from
$50.5 million in 2005 and $1.5 million in excess of 2006 depreciation) primarily included the continued expansion of
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capacity for surface protection films and elastic materials, a new information system and normal replacement of
machinery and equipment. Capital expenditures in Aluminum Extrusions were $7.4 million in 2006 compared to $12
million in 2005 and depreciation in 2006 of $12.3 million. See the executive summary beginning on page 17 and the
business segment review beginning on page 33 for more information on capital expenditures.

Net cash flow used in financing activities was $47.0 million in 2006 and included the use of cash generated
from operating activities in excess of investing activities to pay dividends and repay amounts outstanding under our
revolving credit facility. In addition, financing activities in 2006 included proceeds from the exercise of stock options of
$9.7 million, including $8.5 million in the fourth quarter of 2006 due 1o an increase in the company s stock pncc and
certain stock option expiration dates in early 2007.

Cash provided by operating activities was $53.7 million in 2005 compared with $93.8 million in 2004. The

decrease is due primarily to the income tax refund received in 2004 related to the sale in 2003 of our venture capital
portfolio, partially offset by lower working capital investment in 2005 compared with 2004.

Cash used in investing activities was $55.0 million in 2005 compared with $52.2 million in 2004. The
change is primarily attributable to higher capital expenditures (up $6.9 million) and lower proceeds from the sale of
assets and property disposals (down $2.2 million), partially offset by a small acquisition in Film Products in 2004
($1.4 million) and higher investment in Novalux, Inc. in 2004 ($5.0 million invested in 2004 compared with 1.1
million invested in. 2005). .

Capital expenditures in 2005 included the normal ;eplace}nent of machinery and equipinent and pri_marily:

+ Continued expansion of capacity for apertured and elastic materials and surface protection films and a new global
nformation system in Film Products; and

¢ Moving and upgrading the largest ajuminum extrusion press at the facility shut down in Aurora, On;ano to the
plant in Pickering, Ontario, and enlargement of the Pickering facility.

Net cash provided by financing activities was $3.6 million in 2005 and included the refinancing of our debt
in December 2005 (see the assets and liabilities section beginning on page 24 for more information). -

In 2004, cash provided by operating activities was $93.8 million compared with $76.4 million in 2003. The
increase is due primarily to the income tax refund related to the sale of the venture capital portfolio (see the business
segment review beginning on page 33) partially offset by higher primary working capital (accounts receivable,
inventories and accounts payable) needed to support higher sales,

_ Cash used in investing activities was $52.2. million in 2004 compared with $38.5 million in 2003. The
change is primarily attributable to proceeds from the sale of venmré capita] inveslmems net of investmenls made of

by lower capital expendnturcs of $10.2 million.

Net cash used in financing activities was $40.5 million in 2004 compared with $129.9 million in 2003, In
2004, we used $50 million from tax refunds related to the sale of the venture capital portfolio to pay down debt.
Additional net borrowings of $13.8 million related primarily to capital expenditures and higher primary working
capital needed to support higher sales. Net cash used in financing activities in 2003 was driven by scheduled debt
payments and debt payments made in conjunction with our refinancing in 2003.

; Q . - !Q [- - u- E ! ..ﬂﬂ E Ro!

! : .
Tredegar has exposure to the volatility of interest rates, polyethylene and polypropylene resin prices, aluminum
ingot and scrap prices, energy prices, foreign currencies and emerging markets. See the assets and liabilities section
beginning on page 24 regarding credit agreements and interest rate exposures,

Changes in resin prices, and the timing of those changes, could have a significant impact on profit margins in
Film Products. Profit margins in Aluminum Extrusions are sensitive to fluctuations in aluminum ingot and scrap prices as
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.

well as natural gas prices (natural gas is the principal energy source used to operate our casting furnaces). There is no
assurance of our ability to pass through higher raw material and energy costs to our customers,

See the executive summary beginning on page 17 and the business segment review beginning on page 33
for discussion regarding the impact of the lag in the pass-through of resin price changes. The volatility of average
quarterly prices of low density polyethylene resin in the U.S. (a pnmary raw matenal for Film Products) are-shown in
the chart below. ‘

Quarterly Average U.S. Large Buyer Price for Low Density Polyeth}lene Resin
{Cents Per Pound) .
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Source: Quarterly averages computed by Tredegar using monthly data provided by Chermcai Data Inc. ("CDI%). In Jaguary 2005, CDI redlected » 4
cents per pound non-market adjustrent based on their estimate of the growth of discounts over the 2000 o 2003 period. The 4$th quaster 2004
average rate of 67 cents per poued is shown on & pro forma basis as if the non-market adjustment was made in October 2004.

Resin prices in Europe, Asia and South America have exhibited similar trends. The price of resin is driven-
by several factors including supply and demand and the price of oil, ethylene and natural gas. To address fluctuating
resin prices, Film Products has index-based pass-through raw material cost agreements for the majority of its business.
However, under certain agreements, changes in resin prices are not passed through for an avera;,e permd of 90 days.

In the normal course of business, we enter into fixed-price forward sales contracis with certain customers
for the sale of fixed quantities of aluminum extrusions at scheduled intervals. In order to hedge our exposure te
aluminum price volatility (see the chart below) under these fixed-price arrangements, which generally have a duration
of not more than 12 months, we enter into a combination of forward purchase commitments and futures contracts to
acquire or hedge aluminum, based on the scheduled deliveries. See Note 6 on page 55 for more information.

Quarterly Average Price of Aluminmﬁ.
(U.S. Midwest Spot Price - Cents Per Pound)
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Soorce: Quarterly averages compuied by Tredegar using daily closing dag provided by Bloomberg.
'
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In Aluminum Extrusions, we hedge from time-to-time a portion of our exposure to natural gas price
volatility by entering into fixed-price forward purchase contracts with our natural gas suppliers. We estimate that, in
an unhedged situation, every $1 per mmBtu per month change in the market price of naturai gas has a $150,000 impact
on the monthly operating profit in Aluminum Extrusions. Substantially higher energy costs (primarily natural gas) in
2005 resulted in a reduction in operating profit in Aluminum Extrusions of approximately $7 miltion in 2005 compared
with 2004, In September 2005, we announced an energy surcharge for our aluminum extrusions business in the U.S. to
be applied when the previous quarter’s NYMEX natural gas average settlement price is in excess of $8.85 per mmBtu.

Quarterly Average Price of Natural Gas
(NYMEX Settlement Prices - $ Per mmBtu)
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Source: Quarnterly averages compuied by Tredegar using monthly NYMEX scxtlement prices.

We séll to customers in foreign markets through our foreign operations and through exports from U.S. plants.
The percentage of sales and total assets for manufacturing operations related to foreign markets for 2006 and 2005 are as
follows: ' o :

Tredegar Corporation - Manufacturing Operations
Percentage of Net Sales and Total Assets Related to Foreign Markets

. - 2006 . 2005
% of Total % Total % of Total % Total
; Net Sales * Assets - Net Sales * Assets -
. _ Exports Foreign Foreign Exports Foreign Foreign
" From Oper- . Oper’ From Oper- - Oper-

. U.S. ations ations * U.S. ations ations *
;Canada 4 16 11 5 16 12
Europe 1 2 14 i 14 14
Latin America - 2 2 1 2 2
Asia 3 4 7 4 4 5
"Total % exposure

o foreign )
markets w . 34 34 11 36 33

* The percentages for foreign markels are relative 1o Tredegar’s total net sales and total
¢  assets from manufacturing operations (consolidated net salcs and total assets from
continuing operations excluding cash imd cash cquivalents and AFBS (formerly Therics)).

We attemp( to match the pricing and cost of our products in the same currency (except in Canada where about
80% of our sales of aluminum extrusions are U.S. Dollar-based) and generally view the volatility of foreign currencies (see
trends for the Euro, Canadian Dollar and Chinese Yuan in the chart below) and emerging markets, and the corresponding
impact on earnings and cash flow, as part of the overall risk of operating in a global environment. Exports from the U.S.
are generally denominated in U.S. Dollars. Our foreign currency exposure on income from foreign operations relates 1o
the Canadian Dollar, the Euro, the Chinese Yuan, the Hungarian Forint and the Brazilian Real.
* 3
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The relatively high percentage of U.S. Dollar-priced sales in Canada is partly due to the shifting of a large

* portion of the customers previously served by the aluminum extrusions plant in E] Campo, Texas, in 2001. The resulting
mismatch between the currency denomination, of sales and costs causes lower U.S. Dollar translated profits when the
Canadian Dollar appreciates since our costs are higher in U.S. Dollar equivalent terms while sales are mostly unaffected
(the opposite effect occurs when the Canadian Dollar depreciates in value relative to the U.S. Dollar). We estimate that
the appreciation of the Canadian Dollar relative to the U.S. Dollar had an adverse impact on operating profit of about $2.8
million in 2006 compared with 2005, and $3.5 million in 2005 compared with 2004. In Film Products, where we have
been able to better match the currency of our sales and costs, we estimate that the change in value of foreign cumrencies
{primarily the Euro and Hungarian Forint anid 1o a lesser extent the Chinese Yuan and Brazilian Real) relative to the U.S.
Dollar had a positive impact on operating profit of about $500 000 in 2006 compa:ed with 2005, and $600,000 in 2005
compared with 2004 - . oo

. We continue to review the loading of our aluminum extrusions plants in North America to optimize production
mix and minimize cost in light of the increase in the U.S. Dollar equivalent cost structure of our plants in Canada. In
addition, we have partially hedged our exposure 1o the Canadian Dollar and Euro as shown in the following tables
{accounted for as cash flow hedges): ;

{In Thousands Except Exchange Rm)

Notional -
Amount as Pretax Cash
8% of USD-Eguivalent Unrealized UsD- {Paid 10} Gain (Loss) on
Forecasied Strike Prices of Gain {Loss) Equiv. Received  Options Recognized
USD-Equiv. ’ Options Bought & onOptions 81 Avernge from in Income for Period
. Notional CAD-  Net Option ___Sold on CADAISD 12/31/06.  'Reference  Counter.  Portion  Portion
Description of Currency Amount Related Premtium Call Put Included in Price of party at  Desmed  Deemed

Exposure, Options Hedging Strategy of Option  Costs for {Paid) Opticns Options  Sharcholders' CADfor  Expimation Effective Ineffective

Used & Periods Covered Contracis Period Received - Bought Sold Equity Period of Options _as Hedpe  as Hedpe

Exposure: About B0% of sales of extrusions .
manufactured in facilities in Canada are T
denominated or economically priced in U.S. 3 o,
Dollars {"USD") while conversion costs are ) '
denominated or economically priced in

Canadian Doltars ("CAD").

Hedge Strategy: Bought average mate call options .

& sold average rate put options on CAD/USD.
5/11/06 to end of second quarter 2006 $2.500 38% § - $ 093500 § 08850 wa 3 0895 § - 3 - 3 -
Third quarter 2006 5.000 40% - 0.9500 0.8749 %] 0.8919 - - -
Fourth guarter 2006 . 6,500 3% - 0.9324 0.8650 ] 0.8793 - - -
Firs1 quarter 2007 3.500 28% - 0.9100 "0.8380 § 3 Wa wa na -
First quarter 2007 3.500 8% - 0.5000 0.3345 (2) na n'a na -
Second quaner 2007 3.500 8% - 0.9100 0.8430 %) o na wa wa .
Second quarter 2007 3.500 28% o 00000 08364 {®) ¥ we wa nia -
Third quarter 2007 3500 8% - 09100 08473, 27) na n/a va .
Third guarter 2007 3500 28% . 0,9000 0.8403 (1) na na n's -
Fourth quarter 2007 3,500 28% - 09100 . 08516 (33) na na na -
Fourth quaner 2007 ' 3,500 28% - 09000 - 0B446 (14) *  na n/a nfa -

L $ {116)
- * {In Thousands Except Exchange Raies)

Sensitivity Analysis of Amount Tredegar (Pays to) Receives
Average  Average from Counterparty in 2007 for Settiement of CAD/USD Options

CAD Per USD Equiv. First Second Third Fourth
USb of CAD  Quarter  ~ Quarter Quarter Quarter Total
1.21951 § (.8200 $ (136) § (164) § {197} 3 (232) 8 (729) )
1.20482 0.8300 (52) (81} (115) (149) 9N
1.19048  0.8400 - (12} 32) - 67 (1Y
1.17647  0.8500 - - - o o]

116279  0.8600 . - - . . .
1.14943,  0.8700 . - N . .
) 1.13636 - 0.8800 . . - . .
: 1.12360 0.8900 - B . . .
111111 0.9000 - - . _ . .

1.09850  0.9100 ¥ 39 39 39 155
1.08696  0.9200 116 116 16 . . 116 465
107527 ° 7 09300 194 194 T 194 194 774
1.06383 0.9400 M 2N 27 N 1,084
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{In Thousands Except Exchange Rates)

Notional .
Amount as ) - . Pretax
a % of USD-Equivalent " Unrealized
Forecasted Strike Prices of . Gain (Loss)
USD-Equiv. Options Bought &  on Options at
Notional Royalty Net Option _ - _Sold on EUR/USD 12/31/06
Description of Currency Amount from Premium Call Put Included in
Exposure, Options Hedging Strategy of Option  Nether- {Paid) Options . Options  Shareholders’
Used & Periods Covered Contracts  lands Sub  Received Sold Bought Equity*
Exposure: Significant royalty on sales from film '
technology licensed to subsidiary in the
Netherlands is eamed in Euros ("EUR™).
"Hedge Strategy: Sold average rate call options
& bought average rate put options on EUR/USD.
Periods Covered by Option C . _
First quarter 2007 . - $ 3200 74% § - 5 1 3350 § 1.2800 nfa
Second quarter 2007 3,200 82% - 1.3480 1.2800 n/a
Third quarter 2007 3,200 75% - 1.3575 1.2800 n/a
Fourth quarter. 2007 . 3,200 » 76% - 1.3640 1.2800 _nfa .
' * Hedge transactions occurred on 1/4/07 and therefore there was no uhrealized gain or loss at 12/31/06. =
{In Thousands Excopt Excl.umge Raies)
Sensitivity Analysis of Amount Tredegar (Pays W) Receives
Averege  Average from Counterparty in 2007 for Seatlement of EUR/USD Options
EUR Per  USD Equiv. First Second Third . Fourth
: USD_ ofEUR ' Quarer  Quarter . Quamer  Quarter. . Total
084034 § 11900 S... .225 § 225 .% 25§ 215 3 300
0.82645 1.2100 175 175 - 175 175 700 °
0.81301 1.2300 £25 125 125 125 500
0.80000 1.2500 75 75 75 15 300
0.78740 1.2700 25 25 25 15 100
0.77519 1.2900 - - - - R
0.76336 1.3100 - -
0.75188 1.3300 - . . .
0.74074 1.3500 (36) (53 - - (E1)]
+ 0.72993 1.3700 {24) (52) 29 (14) (180 - ’
0.71942 1.3900 (132) (100} (€2} (61} (369)
0.70922 1.4100 (180) (147) (124) (108) (559)
0.69930 1.4300 (228) - (195} (a7 {15%) (748)
Trends for the Euro, Canadian Dollar and Chinese Yuan are shown in the chart below:
Quarterly Average Exchange Rates of Euro. Canadian Dollar & Chinese Yuan Relative to
the U.S. Dollar .
1.40 0.1400
1.20 <+ 0.1300
+ 0.1200
1.00
L 0.0100
0.30
. 1 01000
0.60 %— — 3 00900
0.40 e T oy r T 0.08(!?
& & ' d“‘@d&.n\(f 2o D A -b'\‘de& -@ds@ PO p dsd’db-@dn"&-ﬁ’ &£ PR P
o & v S i d’d’d‘d"o‘ cf’c?d“d‘
\ﬁ&&bs‘\*ﬂ}b@b N R R T T A AP
—&-=Quarterly Average of U.S. Dollar Equivalent of | Euro{Left Axis)
~—#r—Quanierly Average of U.S. Dollar Equivalent of | Canadian Dullar (Lefl Axis)
—O— Quanerly Average of U.S. Dollar Equivalent of | Chinese Yuan {Right Axis)

Source: Quarterly averages computed by Tredegar using daily closing data provided by Bloomberg.
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Business S Rexi

" Net sales (sales Jess freight) and operating profit from ongoing operations are the measures of sales and
operating profit used by the chief operating decision maker for purposes of assessing performance.

Film Products

Net Sales. Net sales in Film Products were $511.2 million in 2006, $460.3 million in 2005 and $413.3 million in
2004." The increases in net sales (sales less freight) in Film Products in the last two years is primarily due to growth in
higher value-added products, including surface protection films, elastic materials and new apertured materials. Selling
price and net sales are also affected by the pass-through of changes in raw material costs and changes in currency
exchange rates (see the quahtatlve and quantitative disclosures about market risks section beginning on page 28).

Total volume was 253.5 million pounds in 2006, 261.1 million pounds in 2005 and 278.7 million pounds in 2004.
Total volume related to the business in Argentina sold in the third quarter of 2004 was 9.4 million pounds in 2004. We
estimate that the growth in net sales excluding the effects of the pass-through of resin price changes, foreign exchange
rate changes and the business in Argentina sold was about 6% in 2006, 7% in 2005 and 9% in 2004. Volume declines
in 2006, compared with 2005 were mainly due to lower sales of certain commodny barrier films that were dropped in
conjunction with the shutdown of the plant in LaGrange, Georgia. The plant was shut down in the first half of 2006
and had sales of commodity barrier films of approximately $20 million in 2005.

Operating Profit. 'Ope.ratmg pfoﬁi from ongoing operations in Film Products was $57.6 million in 2006, $44.9 million

-in 2005 and $43.3 million in 2004. Operating profit-from ongoing operations excluding the estimated effects of resin

pass-through lag and year-end LIFO adjustmems was $53.1 million in 2006, $48.9 million in 2005 and $45.8 million
in 2004. The increase in operating profit in since 2004 excluding the impact of resin pass-through lag and LIFO
adjustments has been driven by growth in the sale of higher value surface protecuon films, clastlc materials and new
apertured topsheets.

Identifi fable Assets. ldentifiable assets in Film Products increased to $499.0 million at December 31, 2006, from
$479.3 million at December 31, 2005, due primarily 1o the effects of foreign exchange rate changes.of $9.0 million,
hlgher accounts receivable (up $6. 5 m:l]lon) due to higher sales and higher inventories (up $3.4 million) and asset
imipairments during the year totaling $1.2 m:lhon See page 24 for further discussion on changes in assets and

liabilities.

Identifiable assets in Film Products increased to $479.3 million at December 3 1, 2005, from.$472.8 million
at December 31, 2004, due primarily 1o capital expenditures in excess of depreciation of $24.0 million (see the
depreciation, amortization and capital expenditures section below for more information) partially offset by lower
accounts receivable (down $4.9 million) due to lower days sales outstanding (down about 5 days since the end of
2004), the effects of foreign exchange rate changes of $9.8 million and asset impairments and disposals during 2005

totaling $4.3 million.

Depreciation, Amortization and Capital Expenditures. Depreciation and amortization for Film Products was $31. 7
million in 2006, $26.7 mllhon in 2005 and $22.0 million in 2004. The increases in each year are due to the relatively
high level of capital expendltures from 2003-2005. We expect depreciation and amortization expense for Film
Products to increase to about $34 million in 2007, ‘

Capital expenditures declined to $33.2 million in 2006 compared with $50.5 million in 2005, Capital
expenditures in 2007 are expected to be approximately $35 million. Approximately half of the capital expenditures in
2006 related to expanding the production capacity for surface protection films. These films are primarily used to

protect flat panel display components during fabrication, shipping and handling. -Sales of surface protection films used

primarily in this application totaled approximatety $56 million in 2006, $30 million in 2005 and $16 million in 2004.

Other capital expenditures in 2006 included capacity additions for elastic materials and continued costs associated with .

a new information system, which was rolled out in U.S. locations.
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Capital expenditures in Film Products in 2005 totaled $50.5 million and reflect the normal replacement of
machmcry and equipment and:

s Expansion of production capacity at our films plant in Kerkrade, The Netherlands, mciudlng capac1ty for an
apertured topsheet product for P&G’s feminine hygiene business;

o Expansion of production capacity at our films plant in Lake Zurich, Iilinois, including capacny for elastic
materials used in baby diapers and adult incontinent products;

»  Expansion of production capacity at our films plant in Guangzhou, China;

e Leasehold improvements and the addmon of laminating capacity at our new films plant in Red Springs, North

. Carolina;

s Expansion of production capacity at our plant in Potisvilie, Pennsylvania, mc]udmg capacﬂy for polyethylene film
used for packaging and film used for surface protection;
Leasehold improvements and eqmpmem upgrades at our new R&D facnhty in R:chmond Vlrglma and
A new mformatlon system.

Net Sales and Operating Profit. Net sales were $577.3 million in 2006, up 22.4% versus $471.7 millicn in 2005.
Operating profit from ongoing operations was $22.0 million in 2006, up 14.0% compared 10 $19.3 million in 2005. -
Volume increased to 259.9 million pounds in 2006, up 5.5% compared to 246.4 million pounds in 2005. Growth in
shipments in 2006 was driven by demand for extrusions used in commercial construction and hurricane protection
products, partially offset by a decline in extrusions used in residential construction. The increase in operating profit during
2006 was primarily due to higher volume and selling prices and lower energy costs (energy costs were down $1.1 million),
partially offset by appreciation of the Canadian Dollar ($2.8 million) and higher charges for possible uncollectible
accounts ($1.4 million).

Net sales in Aluminum Extrusions were $471.7 million in 2005, up 11% from $425.1 million in 2004
primarily due to higher selling prices driven by higher raw material and energy costs. Annual volume increased 10
246.4 million pounds in 2005 from 243.4 million pounds in 2004, as stronger shipments in commercial construction
and hurricane protection products were offset by lower shipments in other end markets. Operating profit from origoing
operations declined 15% to $19.3 million in 2005 from $22.6 million in 2004 due mainly to higher energy costs
(approximately $7 million) and strength of the Canadian Dollar (about $3.5 million), pamally offset by price mcreases
higher volume and an energy surcharge.

See the qualitative and quantitative disclosures about market risks section beginning on page 28 for
discussion on the volatility of aluminum costs, energy costs and currency exchange rates.
Identifiable Assets. ldentifiable assets in Aluminum Extrusions were $209.4 million at December 31, 2006, $214.4
million at December 31, 2005 and $210.9 million at December 31, 2004, with changes in each year due’ pnman]y to
sales-driven fluctuations in accounts receivable and inventory levels.

Depreciation, Amortization and Capital Expenditures. Depreciation and amortization for Aluminum Extrusions was-
$£12.3 million in 2006, $11.5 million in 2005 and $10.9 million in 2004. The increases in 2006 and 2005 are primarily
due to the start of depreciation in 2005 of capital expenditures associated with moving and upgrading the largest ’
extrusions press at the facility shut down in Aurora, Ontario to the plant in Pickering, Ontario, and enlargement of the
Pickering facility. We expect depreciation and amortization expense for Aluminum Extrusions to increase to about
$12.8 million in 2007,

Capital expenditures totaled $7.4 million in 2006, $12.0 miilion in 2005 and $10.0 million in 2004, and

reflect the normal replacement of machinery and equipment plus capital expenditures associated with the plant in
Pickering, Ontario described above. Capital expenditures are expected to be approximately $14 million in 2007.
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AFBS

On June 30, 2005, substantially all of the assets of AFBS, Inc. (formerly known as Therics, Inc.), a wholly-

_ owned subsidiary of Tredegar, were sold or assigned to a newly-created limited liability company, Therics, LLC, which is

controlled and managed by an individual not affiliated with Tredegar. AFBS received a 17.5% equity interest in Therics,
LLC, valued at $170,000 and a 3.5% interest in Theken Spine, LLC, valued at $800,000, along with potential futare
payments based on the sale of certain products by Therics, LLC. AFBS retained substantially all of its liabilities in the
transaction, which included customary indemnification provisions for pre-transaction liabilities. Tredegar has no
obligation or intent to fund any future Josses that may occur at Therics, LLC or Theken Spine, LLC. The ownership
interest in Therics, LLC is accounted for under the equity method of accounting with losses limited to its initial carrying
value of $170,000. The ownership interest in Theken Spine, LLC is accounted for under the cost method, with an
impairment loss recognized and a new cost basis established for any write-down to estimated fair value, if necessary. The
payments due from Therics, LLC that are based on the sale of certain products are recognized as income when earned.
AFBS had operating losses of $3.5 million during the first six months of 2005 and $9.8 million in 2004. Results of
operations for AFBS since June 30, 2005 are immaterial.

y Canital 1 Activiti

On March 7, 2003, Tredegar Investments reached definitive agreements to sell substantially all of its portfolio
of private equity parinership interests to GS Vintage Funds I1, which are investment partnerships managed by Goldman
Sachs Asset Management's Private Equity Group. On the same date and in a separate transaction, Tredegar Investments
also agreed to sel) to W Capital Partners, an independent private equity manager, the subsidiary funds that hold
substantially all of Tredegar Investments’ direct venture capital investments. The sale of these fund interests included the

assumption by the buyer of Tredegar Investments’ obligations to make additional capital contributions to those funds in the_

ﬁlmre i ‘.

il L

The sale to W Capital Partners of the subsidiary funds that hold the direct investments occurred on March 7,
2003. The sale of the private equity fund interests occurred in a series of closings. :

Net proceeds from the sales totaled approximately $21.5 millién. Additionally, in the first quarter of 2004 we
received income tax recoveries of approximately $55 million from the carry-back of 2003 capital losses generated by these
sales against gains frealized in 2000 by Tredegar Investments. ’

The agreements governing these transactions contain custormary contingent indemnification provisions that .
Tredegar believes will not have a material effect on its financial position or results of operations.

The operating results from venture capital investment activities have been reported as discontinued
operations.. Cash flows from venture capital investment activities have not been separately disclosed in the
consolidated statements of cash flows. Discontinued operations in 2004 include an after-tax gain associated with
venture capital investment activities of $2.9 million primarily related to the reversal of business and occupancy tax
contingency accruals upon favorable resolution.

-

35



Item 7A. WMWW

See discussion of quantitative and qualitative disclosures about market risk begmmng on page 28 in
Management’s Dlscussmn and Analysis. .

Item 8. EINANCIAL.SIAIEMENIS.AND.SUP.ELEMENIARY.DAIA '

" See the index on page 40 for references to the report of the independent reglstcred pubhc accounting firm, the
consohdated financial statements and selected quarterly financial data. .

1 .

Item 9. CHANGESIN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

Pursuant to Rule 13a-15(b) under the Securities Exchange Act of 1934, we carried outan evaluation, with
the participation of our management, including our principal executive officer and principal financial officer, of the
effectiveness of our disclosure controls and procedures (as defined under Rule 13a-15(¢) under the Securities’
Exchange Act of 1934) as of the end of the period covered by this report. Based upon that evaluation, our principal -
executive officer and principal financial officer concluded that our disclosure controls and procedures are effective to
ensure that informalilon required to be disclosed by us in the reports that we file or submit under the Exchange Act, is
recorded, processed, summarized and reported, within the time periods specified in the SEC's rules and forms, and that
such information is accumulated and communicated to our management, including our principal executive officer and
principal financial officer, as appropriate, to allow timely decisions regarding required disclosure.

! Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rule 13a-15(f) under the Securities Exchange Act of 1934, as amended.
The Company’s internal control over financial reporting is designed to provide reasonable assurance to the Company’s
management and board of directors regarding the reliability of financial reporting and the preparation and fair presentation
of published financial staternents in accordance with generally accepied accounting principles in the United States of
America and includes. pohc1es and procedures that:

+ Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of our assets;

o Provide reasonable assurance that ransactions are recorded as necessary to permit preparation of ﬁnanc;al
statements in accordance with generally accepted accounting principles in the United States of America, and that -
our receipts and expenditures are being made only in accordance with authorization of our management and
directors; and

s Provide reasonab]c assurance regardmg prevention or t:mcly detection of unauthorized acquisition, use or
disposition of our assets that could have a material effect on the consolidated financial statements.

Internal control over financial reporting includes the controls themselves, monitoring (including internal
auditing practices) and actions taken to correct deficiencies as identified.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
conirols may become inadequate because of changes in conditions, or that the degrec of compliance with the policies
or procedures may deteriorate.

¢

P _ 36



Management conducted an evaluation of the effectiveness of our internal control over financial reporting
based on the framework in Internal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on their evaluation under the framework in Internal Control —
Integrated Framework, our management concluded that our internal control over financial reporting was effective as of
December 31, 2006.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2006, has been audited by PricewaterhouseCoopers LLP, an mdepcndem registered public accounting
firm, as stated in their report which is included on pages 40-41. .

c! . [ [G [Q Eok .[R [} )

During the fourth quarter of 2006, we completed the installation of a new information system at U.S.
locations in Film Products. This was the only change in our internal control over financial reporting during the quarter
ended December 31, 2006, that has materially affected, or is reasonably hkely 10 malenally affect, our internal control
over financial reporting.

Item 9B. OTHER INFORMATION - . . ‘ j
None.

PART m

- Item 10. WWWEMW

The information concerning directors and persons nominated to become directors of Tredegar included in the
Proxy Statement under the headmgs "Elecuon of Directors” and “Tredegar’s Board of Directors” is incorporated herein by
reference. '

The information conceming corporate governance mcluded in the Proxy Statement under the heading *‘Board
Meetings, Meetings of Non-Management Directors and the Board Cornnnttees Audit Commuttee Matters” is
incorporated herein by reference.

.The information included in the Proxy Statement under the headmg “Section 16(a) Beneficial Ownershjp
Reporting Requ:rements is incorporated herein by reference.
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Set forth below are the names, ages and titles of our executive officers:

John D. Gott;wald 52 . President a;nd Chief Executive Officer effective March 1,‘"2.006

Nancy M. Taylor _ 47 Presidemz Tredegar Film Products and Corporate Sen-ior Vipe President .
D. Andrew Ed.wards. _ 48 Vice President, Chief Financial Officer and Treasurer

McAlister C. Marshall, 11 37 | . Vice President, General Counsel and Corporate Secretary

Larry }. Scott ‘ ' 56 Vice‘Presidem, Audit

Johni D. Gottwald. On January 16, 2006, Mr. Gottwald was elected President and Chief Executive Officer effective
March 1, 2006. Mr. Gotiwald had served as Chairman of the Board of Directors since September 10, 2001. Mr.
" Gottwald served as President and Chief Executive Officer from July 10, 1989 until September 10, 2001. ‘

Nancy M. Taylor. Ms. Taylor was elected President of Tredegar Film Products effective April 5, 2005. She was
elected Senior Vice President effective November 1, 2004. Ms. Taylor served as Senior Vice President, Strategy-and
Special Projects from November 1, 2004 until April 5, 2005. Ms. Taylor served as Managing Director, European
Operations, of Tredegar Film Products from January 1, 2003 until November 1, 2004, Ms. Taylor served as Vice
President, Administration and Corporate Development from September 10, 2001 until February 12, 2003. Ms. Taylor
served as Secretary from February 24, 1994 untj]l February 12, 2003. She served as Vice President, Law, from
November 18, 1998 until September 10, 2001, and served as General Counse] from May 22, 1997 until July 25, 2000.

D. Andrew Edwardé. Mr. Edwards was elected Vice President, Chief Financial Officer and Treasurer on August 28,
2003. Mr. Edwards has served as Vice President, Finance since November 18, 1998, Mr. Edwards has served as
Treasurer §ince qu 22, 1997. From October 19, 1992 until July 10, 2000, Mr. Edwards served as Controller.

McAlistier C. Marshall, II. Mr. Marshall was elected Vice President, General Counsel and Corporate Secretary on
October 1, 2006, the date that he joined Tredegar. From July 2000 until September 2006, he served as Assistant
General Counsel at The Brink’s Company. He was an Associate at the law firm of Hunton & Williams LLP from 1996
until 2000, ’ :

Larry J. Scott. Mr. Scott'was elected Vice President, Audit, on May 24, 2000.. Mr. Scott served as Director of ‘
Internal Audit from February 24, 1994 until May 24, 2000.

We have adopted a Code of Conduct that applies to all of our directors, officers and employees (including our
Chief Executive Officer, Chief Financial Officer and principal accounting officer) and have posted the Code of Conduct on
our web site. We intend to satisfy the disclosure requirement under Item 10 of Form 8-K relating to amendments to or
waivers from any provision of our Code of Conduct applicable to Chief Executive Officer, Chief Financial Officer and
principal accounting officer by posting this information on our website. Our Intemet address is www tredegar com. The
information on our website is not, and shall not be deemed to be, a part of this report or incorporated into other filings we
make with the SEC. '

Because our common stock is listed on the NYSE, our chief executive officer is required to make, and he
has made, an annual certification to the NYSE stating that he was not aware of any violation by us of the corporate
governance listing standards of the NYSE. Our chief executive officer made his annual certification to that effect to
the NYSE as of May 26, 2006, In addition, we have filed, as exhibits to this Annual Report on Form 10-K, the
certifications of our principal executive officer and principal financial officer required under Section 302 of the
Sarbanes Oxley Act of 2002 to be filed with the SEC regarding the quality of our public disclosure.
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Item 11. EXECUTIVE COMPENSATION

The information included in the Proxy Statement under the headings "Compensation of Directors”, “Board
Meetings of Non-Management Directors and Board Committees - Executive Compensation Committee Interlocks and

Insider Participation”, “Compensation Discussion and Analysis”, “Executive Compensation Committee Report” and
“Compensation of Executive Officers" is incorporated herein by reference.

Item 12.

The information included in the Proxy Statement under the heading "Stock Ownership” is incorporated herein
by reference. The following table summarizes information with respect to equlty compensation plans under which
securities are authorized for issuance as of December 31, 2006.

Column (a) Column (b) Column (c) Column (d)
Number of Securities
Number of Securities ) Remaining Available for
to be Issued Upon: Weighted Average Future Issuance Under
Exercise of . Exercise Price of Equity Compensation Plans,
- Qutstanding Options, Outstanding Options, Excluding Securities
Plan Category Warrants and Rights Warrants and Rights Reflected in Column (b)
- Equity compensation plans - ’ :
approved by security holders* 1.247.173 $18.16 1,601,700
Equity compensation plans not o :
approved by security holders - ' - -
Total " 1.247.173 $18.16 1,601,700

* Includes shares issuable pursuant to options issued under both the 2004 Equity Incentive Plan and the Directors Stock Plan.

Item 13, CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR

The information included in the Proxy Statement under the headings "Certain Relationships and Related
Transactions” and “Tredegar’s Board of Directors™ is incorporated herein by reference.

Item 14. PRINCIPAL ACCOUNTING FEFES AND SERVICES

The following is incorporated herein by reference:

Information on accounting fees and services included in the Proxy Statement under the heading " Audit Fees;" and
Information on the Audit Committee’s procedures for pre-approving certain audit and non-audit services included in

the Proxy Statement under the heading “Board Meetings, Meetings of Non-Management Directors and Board
Committees - Audit Committee Matters”,
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; PARTIV

Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)  List of documents filed as a part of the report:

(1)~ Financial statements:
| u
' Tredegar Corporation -
_ ' Page
Report of Independent Registered Public Accounting Firm ' 4041
Fiﬁanciq] Statements:
~ Consolidated Statements of Income for the Years Ended 42
._December 31, 2006, 2005 and 2004 : :
Consolidated Balance Sheets as of December 31, 2006 43
__and 2005 _ _ A
Consolidated Statements of Cash Flows for the Years Ended ‘44
_ December 31, 2006. 2005 and 2004
. Consolidated Statements of Shareholders’ Equity for the 45
Years Ended December 31, 2006, 2005 and 2004 :
» Notes to Financial Statements 46-72
Selected Quarterly Financial Data (Unaudited) L
(2)  'Financial statement schedules:
! None. ,
(3).  Exhibits:

'See Exhibit Index on pages 80-81.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
- Tredegar Corporation

We have completed integrated audits of Tredegar Corporation’s consolidated financial statements and of its internal
contro] over financial reporting as of December 31, 2006 in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Our opinions, based on our audits, are presented below.

. lidated Fi il §
In our opinion, the consolidated financial statements listed in the index appearing under ltem 15(a)(1) present fairly, in
all material respects, the financial position of Tredegar Corporation and its subsidiaries at December 31, 2006 and
2005, and the results of their operations and their cash flows for each of the three years in the period ended

December 31, 2006 in conformity with accounting principles generally accepted in the United States of America.
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance
with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
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we plan and perform the audit to obtain reasonable assurance.about whether the financial statements are free of
_material misstatement. An audit of financial statements includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates

" made by management, and evaluating the overall ﬁnancm] statement presentation. We believe that our audits provide a

* reasonable basis for our opinion. .-

. As discussed in Note 1 1o the consolidated financial statements, the Company changed the method in which it accounts
for its defined benefit and other postretirement plans and its share-based compensation in 2006.

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over Financial
Reporting appearing under Item 9A, that the Company maintained éffective internal control over financial reporting .
as of December 31, 2006 based on criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSQ), is fairly stated, in all materiai

. respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2006 based on criteria established in Internal
Control — Integrated Framework issued by the COSQ. The-Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over

~ financial reporting. Qur responsibility is o express opinions on management’s assessment and on the effectiveness of
the Company’s internal control over financial reporting based on our audit. We conducted our audit of internal control
over financial reporting in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. An audit of internal control
over financial reporting includes obtaining an understanding of internal control over financial reporting, evaluating

" management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and
performing such other procedures as we consider necessary in the circumstances, We believe that our audlt provtdes
a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of financial statements for external purposes in accordance

with generally accepted accounting principles. A company’s internal control over financial reporting includes those

policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly -

* reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that

_ transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance

with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding

. prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have

a material effect on the financial statements. . *

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstalements,
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in condmons or that the degree of compliance with the policies or procedures may
deteriorate.

PricewaterhouseCoopers LLP

Richmond, Virginia
March 1, 2007
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CONSOLIDATED STATEMENTS OF INCOME

Tredegar Corporation and Subsidiaries

Years Ended December 31 - 2006 2005 - 2004
{In Thousands, Except Per-Share Data) ' ;
Reévenues and other: o ' _ .
Sales - _ ©$ 1,116,525 956,969 $ 861,165
Other income {expense), net ' ' 1,444 - (544) 15,604
' : 1,117,969 -956,425 876,769
- Costs and expenses: . _
‘Cost of goods sold o 944,839 810,621 717,120
Freight : ' 28,096 24,691 22,398
Selling, gcnefal and administrative ' 68,360 64,723 . 60,030
Research and development 8,088 8982 . 15,265
" Amortization of intangibles o 149 - 299 330
Interest ' o , 5,520 4,573 3,171
Asset impairments and costs associated : o . -
with exit and disposal activities - 4,080 16,334 ) 22973
Total ' 1,059,132 930,223 841,287
Income from continuing operations T '
before income taxes 58,837 26,202 35,482
Income taxes ' ' ' 20,636 9,973 9,222
income from continuing operations 38,201 16,229 26,260
Discontinued operations: :
Gain from venture capital investment activities
(including an afier-tax gaiﬂ on a tax-related item of A
$2,275 in 2004) - - 2,921
Income from discontinued operations : - - 2,921
Netincome . ' $ 38,201 16,229 29,181
Earnings per share: :
" Basic:
“Continuing operations ~* : $ - 99 42 69
Discontinued operations ' ) - - .08
Net income . '3 .99 42 7
Diluted:
Continuing operations - L ] 98 .42 .68
Discontinued operations - - .08
Net income . ) s ..98 427 .76

See accompanying notes 1o financial statements.
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CONSOLIDATED BALANCE SHEETS

Tredegar Corporation and Subsidiaries

December 31 2006 2005
(In Thousands, Except Share Data}
Assets
Current assets:
Cash and cash equivalents 40,898 $ 23434
Accounts and notes receivable, net of allowance for doubtful
accounts and sales returns of $8,559 in 2006 and $5,423.in 2005 121,834 119,330
Income taxes recoverable 10,975 7,163
Inventories 68,930 62,438
Deferred income taxes 6,055 © 7,778
Prepaid expenses and other 4,558 4224
Total current assets 253,250 224,367
Property, plant and equipment, at cost: -
Land and land improvements 12,540 12,496
Buildings 95,877 91,400
Machinery and equipment 567,989 528,821
Total property, plant and equipment 676,406 632717
Less accumultated depreciation 350,643 309,841
Net property, plant and equipment 325,763 322,876 .
Other assets and deferred charges 64,078 96,527
Goodwill and other intangibles (other intangibles
of $581 in 2006 and $712 in 2005) 138,696 137,988
. Total assets 781,787 $ 781,758
Liabilities and Shareholders' Equity
Current liabilities;
Accounts payable 69,426 % 61,731
Accrued expenses 41,906 36,031
Current portion of long-term debt 678 -
‘Fotal current liabilities 112,010 97,762
Long-term debt 61,842 113,050
Deferred income taxes 75,772 74,287
Other noncurrent liabilities 15,568 11,297
Total liabilitics 265,192 296,396
Commitments and contingencies (Notes 13 and 16} '
Sharcholders' equity: 3
Common stock (no par valuc)
Authorized 150,000,000 shares;
- Issued and outstanding - 39,286,079 shares .
in 2006 and 38,737,016 in 2005 (including restricted stock) 120,508 - 110,706
Common stock held in trust for savings restoration
plan (58,632 shares in 2006 and 58,156 in 2005) (1,291) (1,284}
Uneamed compensation on rstncled stock {109,000
shares in 2005) ' - (966}
Accumulated other comprehensive income (loss):
Unrealized gain on available-for-sale securities - 23
Foreign currency translation adjustment 21,522 14,114
Gain on derivative financial instruments 654 776
Pension and other postrenrement benefit adjustmems (21,211) (2,434)
Retained earnings 396,413 364,427
Total shareholders' equity 516,595 485,362
Total liabilities and shareholders’ equity 781,787 § 781,758

See accompanying notes to financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Tredegar Corporation and Subsidiaries

Years Ended December 31 2006 2005 2004
(In Thousands),
Cash flows from operating activities: ) .
Net income $ 38201 $ 16,229 § 29,181
Adjustment§ for noncash items:
Depreciation 44,132 38,490 34,092
Amortization of intangibles 149 299 330
Deferred income taxes 10,155 9,217 © 1,947
Accrued pension income and posiretirement benefits 3,178 (1,979) (3,999)
Stock option-based compensation expense 970 - -
Loss from write-down of investment in Novalux - 5,000 A -
Gain on sglé of assets (317) {4,174) {7,560)
L oss on asset impairments and divestitures 1,150 9,378 13,811
Changes in assets and liabilities, net of . :
effects from acquisitions and divestitures: ‘
Accounts and notes receivable 151 (3,361) 31,711)
Inventories ‘ (5,080) 2,803 (13,962)
Income taxes recoverable 1,991 (12,966) 61,538
Prepaid expenses and other 275 530 (258)
Accounts payable and accrued expenses 11,592 (3,590) 12,269
Other, net . (1,392) (2,173) (1,858)
Net cash provided by operating activities 104,605 53,703 93,820 -
Cash flows from investing activities:
Capital expenditures {40,573) - (62,543) (55,651)
Acquisitions - - (1,420)
Novalux investment (542) {1,095) (5,000)
Proceeds from the sale of assets and property disposals 475 8,018 10,209
Other, net - 636 (310)
Net cash used in investing activities (40,640) (54,984) (52,172}
Cash flows from financing activities: ' 7
Dividends paid (6,221) - {6,190) (6,154) -
Debt principal payments and financing costs (54,530) (147,846) (72,750)
Borrowings 4,000 156,500 36,573
Proceeds from exercise of stock options 9,702 1,130 1,871
- Net cash (used in) provided by financing activities (47,049) 3,594 (40,460)
Effect of exchange rate changes on cash 548 (1,873) 1,863
Increase in cash and cash equivalents 17,464 440 3,051
Cash and cash equivalents at beginning of period 23,434 22,994 19,943
Cash and cash equivalents at end of period $ 40898 § 23434 § 22994
Supplemental cash flow information:
Interest payments {(net of amount capitalized) 5 5734 $ 4388 § 3,264
Income tax payments (refunds); net s 7818 § 14915 $(50,006)

See accompanying noles to financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQU]T.\’

Tredega Corponation &nd Subsidiaries * Accumulated Other '
. Comprehensive Income (Loss) - T
Unrealized . . Gain . Pension& .
! Trusm for Unezamed Gain on Foreign (Loss) on  Other Post- " Toul
. Savings Restricted  Avaitablee Cumency  Derivative  retirement Share-
Comsmon Stock Retained  Restora- Stock for-Sale Trans- Finencial Benefit holders'
. Shares _ Amount  Eamings  tion Plan _ Compensation Securities lation  Instruments Ag_u:t Equity
({In Thousands, Excep! Share and Per-Share Cata) .
Batance December 31. 2003 38,176,821 § 104991 § 331280 § {1219 § - $ 270 % 9997 § 444 5 (830) 3 447399
Comprehensive income {loss):
Netincome > - - 2981 . : < - - 298
Other comprehensive income (loss); '
Availabie-for-sale securities adjustment,
ot of reclessification adjusement .
(net of wax of 31,556) - - - - - @770 . - L {2.770)
Forcign curmency trimalation adjustment .
(net of tax of $4.500) - - - - - - £,404 - . 3.404
. Reclassification of forcign currency translation ! '
, loss realized on the sale of the films business )
in Argentina (oet of tax of $625) - - - - - . 1161 - - 1161
Derivative financial instruments . ) .
adjustment (net of tax of $247) - - - - - s - 440 - 440
Minimum p liability adj . cale . ’ T
(net of tax of $149) - - . - - - - - {276) 276}
Comprehensive income 36,140
Cash dividends decltred (3.16 per share} . L {6154) - . - - - - (6.154)
Restricted stock grant. net of forfeitures 120.000 L6 - - {1.674) - .- - [ .
Resiricled siock amonization - s - . 272 - [ - - m
Issued upon cxercise of s1ock options (including ! : o .
related income tax benefits of $868) & other 300,701 2,783 - - . - B . - . 2,785
Tredegar common siock purchased by trust ' !
for ssvings restorstion plan . - 52 {62) . - - - - ‘- .
Balance Decomber 31, 2004 18.597.522 109.450 354,378 (1.274) {1.402) » - 19,562 834 (1.156) 480.442
Comprehensive income (loss): : .
Net income - - 16,229 - - - - - - 16229
Otker comprehensive income {loss): ,
Availabie-for-sale securities adjustment,
net of reclassification edjustmeni L. .
(net of tax of 13} : - - - - 23 - . - a2
Foreign currency translation adjustment ' '
(et of tax of 32.933) . - - - - - (5.448) - - (5.448)
Derivative financial instruments
adjustment (ne1 of 1ax of $60) - . . R . . . (108) L (108)
Mini P linbility adj ' .
(net of tax of $630) . . - - - - - - (1.278) A1.278)
Comprehensive income 9418
Cash dividands declared ($.16 per sharc) - - {6,190) - £ - - - - - (6.190)
Restricted stock grant, ney of forfeitures
and vesied shares {11.000) (49) - - 49 - - - - -
Restricted siock pmortization - - - - 387 . - - - 387
1ssued upoa exercise of stock options (including
related income 1ax benefits of $175) & other 150.494 1305 . - o - - - . - 1,305
Tredegar common stock purchased by erust
+__for savings resiortion plan . - 10 {10} - " . - - - .
Balance Decenber 31. 2005 3%.737.006 110,706 Ind.427 (1.284) (966) .~ 23 14.114 776 (2.434) 445.362
Comprehensive income (losz): - ' :
Nat income . - 38.201 - - - - - - 38.201
Other comprehensive income (loss):
Availsbie-for-sale securities adjustment, v, .
net of reclasaification adjbsiment
(net of tax of $13} - . . . . (23) . - . 23)
Foreign currency trreslmion adjustment N .
(ney of 12x of $3.921) - - - - - - 7.408 - . 7.408
Derivative financial i
adjustmens {net of tax of $60) - - - - - - - (122) - 122}
Mini p lisbility adj .
{net of tax of $3422) B - - - - - - - 821 821
Comprehensive income . 46,285
Cumulative adjustment for the adeption of
SFAS No. 158 rclaung 10 pension and other ) . 4
postTaiiremen penefits (et of wx of $31.354) - - - - - - - - 119.598) {19.558)
Cash dividends declared (3.}5 per share) - - 16.221) - - - - - - (6,221)
Stock-based Compensation expense {25.500) 1.066 - . . . - - - B 1.066
Restricted stock amartization ' - (966) - . 966 - -, - - - -
Issued upon exercise of stock options {inchuding '
relmed income tax benefiis of $678) & other 574.563 9,702 . - - B B - - 9.702
Tredegar common 3tock puschased by tust
for savings restoration plan - - & [£2] - - - - . 1}]
Balance December 31, 2006 19.286.079 3 120,508 § 396413 § (1.291) $ - 3 - § 21,522 % 634 3 (21211} § 516395

See muwmbu Hotes ket financiol siaremenss,
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NOTES TO FINANCIAL STATEMENTS

Tredegar Corporation and Subsidiaries
(In thousands, except Tredegar share and per-share amounts and unless otherwise staled)

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Orgamzanon and Nature of Operations. Tredegar Corporation and subsidiaries (“Tredegar”) are engaged in the
manufacture of plastic films and aluminum extrusions. See Note 15 regarding restructurings and Note 17 regarding
discontinued operations.

Basis of Presentation. The consolidated financial statements include the accounts and operations of Tredegar and all
of its majority-owned subsidiaries. Intercompany accounts and transactions have been eliminated.

The preparation of financial statements in conformity with generally accepted accounting principles requires
us to make estimates and assumptions that affect the reported amounts of revenues, expenses, assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements. Actual resu]ts could differ from
those estimates. .

Foreign Currency Translation. The financial statements of foreign subsidiaries, where the local currency is the
functional currency, are translated into U.S. Dollars using exchange rates in effect at the period end for assets and
liabilities and average exchange rates during each reporting period for results of operations. Adjustments resulting
from the translation of these financial statements are reflected as a separate component of shareholders’ equity. We
have no foreign subsidiaries where the U.S. Dollar is the functional currency.

Transaction and remeasurement gains or losses included in income were not material in 2006, 2005 and 2004. .
These amounis do not include the effects between reporting periods that exchange rate changes have on income of our
forelgn locations that result from translation into U.S. Dollars.

Cash and Cash Equivalents. Cash and cash equivalents consist of cash on hand in excess of daily operating
requirements and highly liquid investments with original maturities of three months or less. At December 31, 2006 and
2005, Tredegar had cash and cash equivalents of $40,898 and $23,434, respectively, including funds held in foreign
locations of $19,118 and $14,890, respectively.

Our policy permits investment of excess cash in marketable securities that have the highest credit ratings and
maturities of less than one year. The primary objectives of the policy are safety of principal and liquidiry.

Accounts and Notes Receivable. Accounts receivable are stated at the amount invoiced to customers less allowances
for doubtful accounts and sales returns. Accounts receivable are non-interest bearing and arise from the sale of product
to customers under typical industry trade terms. Notes receivable are not significant. Past due amounts are determined
based on established terms and charged-off when deemed uncollectible. The allowance for doubtful accounts is
determined based on our assessment of probable losses taking into account past due amounts, customer credit profile,
historical experience and current economic conditions. Other receivables include insurance recoveries due within one
year and valuc-add?d 1axes related to certain foreign subsidiaries.

Inventories. Inventories are stated at the lower of cost or market, with cost determined on the last-in, first-out
(“LIFO”) basis, the weighted average cost or the first-in, first-out basis. Cost elements included in work-in-process
and finished goods inventories are raw materials, direct labor and manufacturing overhead.

Property, Plant and Equipment. Accounts include costs of assets constructed or purchased, related delivery and
installation costs and interest incurred on significant capita! projects during their construction periods. Expenditurcs
for renewals and betterments also are capitalized, but expenditures for repairs and maintenance are expensed as
incurred. The cost and accumulated depreciation applicable to assets retired or sold are removed from the respectwe
accounts, and gains or losses thereon are included in income.
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Property, plant and equipment include capitalizéd interest of $885 in 2006, $1,387 in 2005 and $762 in 2004.

Depreciation is computed primarily by the straight-line method based on the estimated useful lives of the
“assets, which range from 15 to 40 years for buildings and land improvements and 3 to 25 years for machinery and
equlprnent The average depreciation period for machinery and equtpmcnt is approxnmately 13 years in Fllm Products
and ]5 years in"Aluminum Extrusions,

+
v

Goodwill and Other Intangibles. The excess of the purchase price over the fair value of identifiable net assets of
acquired companies is allocated 1o goodwill. We assess goodwill for impairment when events or circumstances
indicate the carrying value may not be recoverable, or, at a minimum, on an annual basis as of December 1 of each
year. lmpairment reviews may result in recognition of losses. We have made determinations as to what our reporting
units are and what amounts of goodwill, mtang:ble assets, other assets and llabllmcs shou]d be allocated to those
repomng units. '

The components of goodwill and other mtanglb]es at Dccember 31, 2006 and 2005, and related amortization
penods are as fo]lows

December 31 T ' ) 2006 2005 Amortization Penods '

Carrying value of goodwm v : . :
Film Products . . . % 103,562 % .102; 732 Not amomzed
Aluminum Extrusions ] - 34,553 34,544 Not amortized
‘Total carrying value of goodwill : 138,115 137,276 -« .

. Carrymg value of other intangibles: R :

Film Products (cost basis of $1,172 in 2006 and 2005 . ‘ 581 - 712 Not more than 17 yrs.
Total carrying value of other intangibles 581 712

Total carrying vatue of goodwill and other intangibles $ 138,696 § 137988

. A . o
N ! : » [

A reconmhatlon of the begmmng ‘and ending balances of goodwill and other mtanglblcs for each of the three
years in the period ended Deccmber 31, 2006 is as follows:” . -

3

. 2006 2005 2004

Goodwill and other intangibles: . o ‘ .

Net carrying \'falue, beginning of year LT $ 137988 § 142983 $ 140,548
Amortization o SL(149) Ca (299 (330)
Decrease due to sale of AFBS (formerly Therics) assets - (4,329) .-
Increase (decrease) due to f'ore:gn currency | translatlon

and other T 857 . (367). = 2,765

Total carrying value of goodwill and other intangibles * . - § 138696 § 137988 § 142,983

Impairment of Long-Lived Assets. We review long-lived assets for possible impairment when events indicate that -
impairmendi may exist. For assets to be held and used in operations, if events indicate that an asset may be impaired,
we estimate the future unlevered pre-tax cash flows expected to result from the use of the asset and its eventual
disposition. Assets are grouped for this purpose at the lowest level for which there are identifiable and independent
sash flows. If the sum of these undiscounted preltax cash flows is less than the carrying amount of the asset, an
impairment loss is recognized. Measurement of the impairment loss i is based on the esumated fair value of the asset,
zenerally determined on a discounted aﬁer-tax cash flow basis. S

Assets to be disposed of are reported at the lower of their carrying amount or estimated fair value less cost to
nell,-with an impairment loss recogmzed for any wntedown rcqmred K ‘ :
Pension Costs and Postretirement Benefit Costs Other than Pensions. Pension costs and postretirement benefit costs’
other than pensions are accrued over the period employees provide service to the company. Our policy is to fund our
pension plans at amounts not less than the minimum requirements of the Employee Retirement Income Security Act of
1974 and to fund postretirement benefits other than pensions when claims are incurred. In September 2006, the ‘
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Financial Accounting Standards Board (“FASB") issued Statement of Financial Accountmg Standards (“SFAS”) No.
158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB
Statements No 87, 88, 106 and 132(R), effective for public companies for fiscal years ending after December 15, 2006.
Accordingly, we were required to recognize the funded status of our pension and other postretirement plans in our
December 31, 2006 financial statements, which resulted in a reduction of prepaid pension cost of $27,651 (included in
“Other assets and 'deferred charges” in the consolidated balance sheets), an increase in related liabilities of $3,301 )
(included in “Other noncurrent liabilities” in the consolidated balance sheets), a decrease in noncurrent deferred. =~
income liabilities of $1 1,354 and a decrease in shareholders’ equity of $19,598. Sée Note 11 for more information.
Postemployment Benef ts. We periodically provide certain postcmployment ‘benefits purely on a discretionary basis.
Related costs for $hesc programs atre ‘accrued when it is probablc that benefits will be paid and amounts can be
reasonably estimated. | All other postemployment benefits are either accrued under current benefit plans or are not
material to our ﬁn’anci'al position or results of operations.

Revenue Recognmon Revenue from the sale of products, ‘which is shown net of estimated sales returns and
allowances, is recognized when title has passed to the customer, the price of the product is fixed and determinable, and
col]ectlb:hty is reasonably assured. Amounts billed to customers related to freight have been classified as sales in the
accompanying consolldated statements of income. 'The cost of freight has been classified as a separate line in the
accompanying consolidated statements of income. Taxes assessed by a governmental authority that are both imposed
on and concurrent with a specific revenue-producing transaction between Tredegar and its customers (such as value-
added taxes) are accounted for on a net basis and merefore'exciuded from revenues.

Research & Development ( “R&D”) Costs. R&D costs are expensed as incurred and mcludc primarily sa]ancs wages,
employee bencﬁts equipment depreciation, facility costs and the cost of matcnals consumed re]atmg to R&D cfforts
R&D costs mclude a reasonable allocation of indirect costs.

Income Taxes. Ihcome taxes are recognized during the pei'iod‘ in which transactions enter into the determination of
income for financial reporting purposes, with deferred income taxes being provided at enacted statutory tax rates on the
differences between the financial reporting and tax bases of assets and liabilities (see Note 14) We accrue U S. federal
income taxes on unremltted eammgs of our foreign subsidianes.

Earnings Per Share. Basic cammgs per share is compuled usmg the weighted average number of shares of common
stock outstanding. Diluted carnings per share is computed using the weighted average common and potennally
dilutive common cquwalem shares outstanding, dctcrmmed as follows:

5 A - 2006 ~ 2005 - 2004

Weighted average shares outstanding used . : .

to compute basic earnings per share ' 38,670,757 38,471,348 38,294,996
Incremental shares attributable to stock ' ' ' _

options and restricted stock 260,305 125,356 211,688
Shares used to compute diluted - | - " "

€arnings per share ‘ . : : 38,931,062 38,596,704 38,506,684

i te N B o - -

Incremental shares attributable to stock options and restricted stock are computed using the average market
price during.the related period. During 2006, 2005 and 2004, 1,128,393, 2,024,650 and 2,073,990 of average out-of-
the-money options to purchase shares were excluded from the calculation of incremental shares attnbutablc to stock
options and restricted stock : ] !

Stock-Based Employee Compensarton Plans. Effective January 1, 2006 we adopted SFAS No. 123(R), Share-Based
Payment (“SFAS, 123(R)”). SFAS 123(R) requires us to record compensation expense for all share-based awards.
Because we used the modified prospective method in adopting SFAS 123(R), prior periods have not been restated. In
addition, the cumulanve adjustment (estimated forfeitures) relating to the adoption of SFAS 123(R) in the first quartcr
of 2006 of $96, 000 has not been separately shown in the i income statement due to immateriality. . Lo
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For periods presented prior to 2006, we applled Accounting Principles Board (“*APB”) Opinion No 25,
Accounting for Stock Issued to Employees, and related interpretations and provided the required pro forma disclosures
of SFAS No. 123, Accounting for Stock-Based Compensation (“SFAS 123™). Stock options, stock appreciation rights
(“SARs") and restricted stock grants are accounted for usmg the intrinsic value method under APB Opmlon No 25 and
related mterpretanons whereby: :

¢ - No compensation cost is recognized for fixed stock option or restricted stock grants unless the quqléd market price
of the stock at the measurement date (ordinarily the date of grant or award) is in excess of the amount the
employee is required to pay; and

¢ Compensation cost for SARs is recognized and adjusted up through the date of exercise or forfeiture based on the
estimated number of SARs expected to be exercised multiplied by the difference between the market price of our
stock and the amount the employee is required to pay (there were no SARs outstanding at December 31, 2005).

Had compensation cost for stock option grants been determined in 2005 and 2004 based on the fair value at
the grant dates, our income and diluted eamings per share from continuing operations would have been reduced 10 the
pro forma amounts mdlcated below:

2005 2004
Income from continuing operations: - . - - :
As reported : $ 16229 $ 26,260, A N -
Pro forma for stock option-based -
employee compensation cost, net of tax,
based on the fair value method . {1,073) (2,133)
Pro forma income from continuing operations  § 15156 $ 24,127

. Basic earnings per share from . .
continuing operations: ‘
As repornted 3 42 3 69 ' :
Pro forma . - 39 .63 :

Diluted earnings per share from
continuing operations: : ‘
As reported S 2 .68
Pro forma 39 .63

a

Stock option-paéed compensation expense included in determining net income in 2006 under SFAS 123(R)
. was $970 ($676 after taxes or 2 cents per share). Compensation cost rélated to restricted and phantom stock awards
included in determining net income from continuing operations was $188 in 2006, $386 in 2005 and $272 in 2004.

The fair value of each option was estimated as of the grant date using the Blac;k Scholes options-pricing
model. The assumptions used in this model for valuing Tredegar stock options granted in 2006 and 2004 are as
follows (there were no Tredegar stock options granted in 2005): '

. 20006 2004

Dividend yield 1.1% - 1.2% - Co *
Weighted average volatility percentage 38.3% 45.0% ‘ ' o
Weighted average risk-free interest rate 4.7% 31%
Holding period (years): '

Officers ‘ _ 6.0 n‘a .

Management . 5.0 5.0 o C.

Other employees nfa - 3.0 : - :
Weighted average excercise price at date

of grant (also weighted average market

price at date of grant); :

Officers - 51522 na

Management 15.32 $13.97

Other empioyees n/a 13.95
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. The dmdend yield is the dividend ylcld on our common stock at the date of grant, which we believe is a -
reasonable estimate of the expected yield during the holding period. We calculate expected volatility based onl the
historical volatility of our common stock using a sequential period of historical data equal to the expected holding
period of the option. We have no reason to believe that future volatility is likely to differ from the past. The assumed
risk-free interest rate is based on observed interest rates (zero coupon U.S. Treasury debt securities) appropriate for the
expected holding period. The expected holding period and forfeiture assumptions are based on historical experience.
Estimated forfeiture assumpuons are reviewed through the vesting period. Adjustments are made if actual forfeitures
differ from previous estimates. The cumulative effect of a change in estimated forfeltures is recognized in the period
of the change. :

Tredegar stock options granted during 2006 and 2004 (there were no Tredegar stock options gfamcd in 2005),
and related estimated fair value at the date of grant, are as follows: '

2006 2004
Stock options granted (number of shares).
Officers ‘ 107,500 © nfa
Management 342,300 176,950
Other emplovees n/a 161,675
Total ' . 449,800 338,625
Estimated weighted average fair value of
options per share at date of grant:
Officers -8 6.26 nfa
Management’ 569 % 5.54
Other employees i n/a 4,32
Total estimated fair vatue of stock
options granted (in thousands) $ 2,620 §$ 1,679

The table above excludes stock options granted to a consultant in 2004. The estimated fair value related o
that grant of $50 was expensed in 2004 in con_puncuon with services rendered. Additional disclosure of Tredegar stock
options is included in Note 10.

AFBS, Inc (formerly known as Therics, Inc. - see Note 15 for additional information regarding its
restructuring in 2005) stock options granted in 2004 and assumpuons used in determining related pro forma
compensation expense are as follows (there were no significant grants of AFBS stock options after 2004):

.Assumptions Used in Determining Pro Forma Comp. Expense for AFBS Stock Cptions Granied in 2004 & Other Daia

Assumptions used in Black-Scholes ‘ .. Other assumptions and items.
options-pricing model: . o Vesting period (years) - 04-4
Dividend yield 0.0% AFBS stock options granted:
Volatility percentage (a) 95% 3rd quarter 2004 - 7,906,149
Weighted average risk-free interest rate 4.1% I st quarter 2004 30,809,000
Holding period (years) 7.0 Aggregate estimated fair value of options -
Weighted average estimated fair value per share - at date of grant: -
of underlying stock at date of grant (b) $.090 3rd quarter 2004 © 5 584
Weighted average estimated fair vaiue of 1st quarter 2004 $2,271
options per share at date of grant $ 074

{a) Volatility estimated for AFBS based on Orthovita, Inc. (NASDAQ: VITA). a comparable company.
(b} Estimated fair value of underlying stock equaled the s1ock option excrcise price ai date of gran1.
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Financial Instruments. We use derivative financial instruments for the purpose of hedging aluminum price volatility
and interest rate and currency exchange rate exposures that exist as part of ongoing business operations. Our
derivative financial instruments are designated as and qualify as cash flow hedges and are recognized in the balance
sheet at fair value. A change in the fair value of the derivative that is highly effective as and that is designated and
qualifies as a cash flow hedge is recorded in other comprehensive income. Gains and tosses reported in other
comprehensive income are reclassified to earnings in the periods in which earnings are affected by the variability of
cash flows of the hedged transaction. Such gains and losses are reported on the same line as the underlying hedged
item. Any hedge ineffectiveness (which represents the amount by which the changes in the fair value of the derivative
exceed the variability in the cash flows of the forecasted lransacuon) is recorded in current period eamings. The
amount of gains and losses recognized for hedge ineffectiveness was immaterial in 2006, 2005 and 2004.

Our policy requirés that we formally document all relationships between hedging instruments and hedged . .
items, as well as our risk management objective and strategy for undertaking various hedge transactions. We also-
formally assess (both at the hedge’s inception and on an ongoing basis) whether the derivatives that are used in hedging
transactions have been highly effective in offsetting changes in the fair value or cash flows of hedged items and
whether those derivatives may be expected to remain highly effective in future periods. When it is determined that a
denvative is not (or has ceased to be) highly effective as a hedge, we discontinue hedge accounling prospectively.

As a policy, we do no( engage n specuiauve or lcveraged transactions, nor do we hold or issue financial
instruments for trading purposes. .

The cash flows related to financial mstrurnents are classified in the statements of cash flows in a manner
cons:stcnt with those of the transactions being hedged

Comprehensive Incqme. Comprehensive income, which is included in the consolidated statement of shareholders’
equity, is defined as net income and other comprehensive income. Other comprehensive income includes changes in
unrealized gains and losses on available-for-sale securities, foreign currency translation adjustments, unrealized gains
and losses on derivative financial instrements and minimum pension liability adjustments, ail recorded net of deferred
income taxes directly in shareholders’ equity.

The available-for-sale securities adjustment included in the consolidated statement of shareholders’ eqmty is
comprised of the following components:

2006 2005 2004
Available-for-sale securities adjustment:
Unrealized net holding gains (losses)
arising during the period - $ 20 % - 36 § 1,872
Income taxes ‘ {7 (13) (655)
Reclassification adjustment for net
losses (gains) realized in income (56) - {6,134)
Income taxes ' 20 - 2,147
Available-for-sale securities adjustment $ 23) & . 23 3 (2,770)

Recently Issued Accounting Standards. In September 2006, the FASB issued FASB Staff Position ("FSP") No. AUG
AIR-1, Accounting for Planned Major Maintenance Activities. The FSP is effective for the first fiscal year beginning
after December 15, 2006. The FSP eliminates the accrual method of accounting for major maintenance activities, but
continues to permit the use of the direct expensing, built-in overhaul and deferral methods. The FSP also continues to
require accruals or deferrals for interim periods of annual costs that clearly benefit two or more interim periods. We
are evaluating the FSP and have not determined whether or not it will have a material effect on our financial position or
results of operations.

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes,
clarifying the accounting for uncertain tax positions. The interpretation prescribes a recognition threshold and

31




measurement attribute for the financial statement recognition and measurement of a tax position taken or expected 1o
be taken in a tax return. This interpretation is effective for fiscal years beginning after December 15, 2006 with earlier
application encouraged. We are evaluating the interpretation and have not determined if it will have a material effect
on our financial position or results of operations.

2 ACQU]SIT]ONS AND INVESTMENTS

On July 23, 2004, a subs:dlary of Tredegar purchased the assets of Yaheng Perforated Film Material Co., Ltd
("Yaheng") for approximately $1, 420. Yaheng, based in Shanghai, China, had 21 employees at the acquisition date and
manufactures apertured nonwovens used primarily in personal care markets. The purchase price was allocated to accounts
receivable ($26), inventories ($45), property, plant and equipment ($288), patents ($822), employment agreements (3150),
goodwill ($215), deferred income tax liabilities ($56) and accrued expenses ($70). Property, plant and equipment is being
depreciated on a straight-line basis over approximately 10 years, patents are being amortized on a straight-line basis over
approximately 7 years, and employment agreements are being amortized on a straight-line basis over approximately 3
years. The operating results for Yaheng have been included in the consolidated statements of income since the date
acquired. Pro f‘onpa results for the acquisition are irnmaleria}. -

In August of 2004, we invested $5,000 in Novalux, Inc., a developer of laser technology for potential use in a
variety of applications. In-October 2005, we invested an additional $1,095 in a new convertible secured bridge
financing for Novalux bringing our aggregate investment 1o $6,095 at December 31, 2005. As of December 31, 2005,
the investment in Novalux was written down to estimated fair value of $1,095. The reduction in estimated fair value at
the end of 2005 was due to longer than anticipated delays both in bringing the company’s technology to market and in
obtaining key development partncrshlps as well as liquidity issues. The loss from the write-down in 2005 is included
in “Other income (expense), net” in the consolidated statements of income and separately shown in the operating proﬁt
by segment table in Note 3. Subsequent to the first quarter of 2006, Novalux prospects improved and we invested an
aggregate of $542 in May and September of 2006. As of December 31, 2006, our investment in Novalux was $6,637.
Our carrying value in Novalux of $1,637 and $1,095 at December 31, 2006 and 2005, respectively, is included in
“Other assets and deferred charges” in the consolidated balance sheet. Our voting ownership of Novalux as of
December 31, 2006 is approximately 12% (11% on a fully diluted basis). -
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3 BUSINESS SEGMENTS

Information by business segment and geographic area for the last three years is provided below. There are no
accounting transactions between segments and no allocations to segments. Net sales (sales less freight)-and operating
profit from ongoing operations are the measures of sales and operating profit used by the chief operating decision
maker for purposes of assessing performance. Film Products’ net sales to The Procter & Gamble Company (“P&G”)
totaled $255,414 in 2006, $236,554 in 2005 and $226,122 in 2004. These amounts include plastic film sold to others
that convert the film into materials used with products manufactured by P&G.

Net Sales e
2006 2005 2004
Film Products $ 511,169 § 460277 $ ° 413257
Aluminum Extrusions £77.260 471,749 425,130
AFBS (formerly Therics) - 252 380 .
Total net sales ’ 1,088,429 932278 838,767
Add back freight . 18,096 24,691 22,398
Sales as shown in consolidated
statements of income - S 1,116,528 § 956,969 $ 861,165 T
Operating Profit
2006 2005 2004 -
Film Products: C '
Ongoing operations s 57645 % 44946 % 43,259
Plant shutdowns, asset impairments o
and restructurings, net of gains on ‘
...... thesaleofassets(a) i 22 LIBSS) L 0438)
" Aluminum Extrusions: o
Ongaing operations 22,031 19,302 - 22,637
Plant shutdowns, asset impairments ‘ ‘
and restructurings, net of gains on ‘ ,
the sale of asscts (a) (1,434) 122 (10,553)
L Omer@) et S S 7316,
AFBS (formerly Therics): . .
Ongoing operations - (3,467} {9,763)
Loss on investment in Therics, LLC 25) (145) -
Restructurings (a) (637) (10,318) (2,041)
Toml . 77,801 46,485 40417
Interest income ) 1,240 586 350
Interest expense ' 5,520 4,573 o3
Gain on sale of corporete assets (a) . - 56 61 7.560
Loss from write-down of investment in Novalux (a) - 5,000 -
Stock option-based compensation cxpense . 970 Co -
Corporate expenses, net (a) 13,770 11,357 ) 9,674 .
Income from continuing operations )
before income taxes , 58,837 26,202 35,482
Income taxes (a) : 20,636 9,973 9,222 i
Income from continuing operations ’ 38,201 16,229 26,260
Income from discontinued operations (a) - . - 2,521
Net income s 38,201 % 16,229 § 29,181

(a) See Notes 2 and 15 for mere information on losses associated with plant shutdowns, asset impairments and restructurings,
unusual items, gains from salé of assets, invesiment write-down and other.items, and Nete 17 for more information on .
discontinued operations.

(b} The difference between total consolidated sales as reported in the consolidated statements of income and segment and
geographic net sales reported in this nofe is freight of $28,096 in 2006, $24,691 in 2005, and $22,398 in 2004,

(c) Information on exports and foreign operatians are provided on the next page. Cash and cash equivalents includes funds held |
in foreign locations of $19,118, $14,890 and $21,410 at December 31, 2006, 2005, and 2004, respectively. Export sales relate
almost entirely to Film Products. Foreign operations in The Netherlands, Hungary, China, ltaly, Brazil and Argentina .
{operations in Argentina were sold in the third quarter of 2004) also relate to Film Products. Sales from our locations in The
Netheriands, Hungary and lialy are primarily to customers locsted in Europe. Sales from our locations in China (Guangzhou
and Shanghai) are primarily to customers located in China, but also include other customers in Asia. Foreign operations in
Canada relate to Aluminum Extrusions. Sales f'rom our locations in Canada are primarily 10 customers located in the U.S,
and Canada.
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Hdentifiable Assets

December 3 1 2006 2005 2004 .
Film Products - § 498,961 § 479,286 $ 472,810
Aluminum Extrusions 209,395 " 214,374 210,894
AFBS (formerly Therics) 2,420 2,759 8,613
Subtotal ' 710,776 696,419 692,317
General corporate . 30,113 61,905 54,163 - '
Cash and cash equivilents (c) 40,898 23434 22,994
Total s 781,787 § 781,758 §. 769,474
Depréciation and Amortization _ Capital Expenditures
2006 2005 2004 2006 2005 2004
Film Products | s 31,847 § 26,673 % 21,967 | S 33,168 % 50,466 $ 44,797
Aluminum Extrusions 12,323 11,484 10,914 7,381 11,968 10,007
AFBS (formerly Therics) - - 437 1,300 Co- 36 275
Subtotal 44,170 38,594 34,181 40,549 62,470 55,079
General corporate 111 195 241 24 73 . 572
Total 5 44,281 § 38,789 $ 34422108 40,573 % 62,543 § 55,651
; ~ Net Sales by Geographic Area (c) A ‘
2006 2005 2004
United States ' b 606,410 § 495900 § 441,891
Exports from the United States to: : '
Canada . : 42,669 44,870 27,663
Latin America 4,364 9,428 16,668
Europe 8,944 - 8311 15,768
Asia ' 50,096 40,476 31,617
Foreign operations: .
Canada 17347 144,050 147,145
The Netherfands 91,476 . 83,649 66,856
Hungary 29,152 33,573 34,721
China . 42,460 36,823 25291
Italy 14,323 15,866 12,423
Brazil and Argentina (2004) 25,064 - 19,292 18,724
Total (b) s 1,088,429 3 932,278 § 838,767
Identifinble Assets Property, Plant & Equipment,
by Geographic Area (c) Net by Geographic Area {c)
December 31 2006 2005 2004 2006 2005 2004
United States b 446,005 § 444,144 % 427240 15§ 176,160 $ 178,154 % 163,383
‘Foreign operations: |
Canada 89,354 92,328 92,290 38,151 41,208 38,610
The Netherlands * 70,609 67,683 75,449 53,905 '54,331 58,370
Hungary 20,039 18,505 27,308 12,475 12,787 19,371
China 53,633 40,599 38,713 34,671 26,104 25,684
Italy 16,734 17,997" 20,785 3,565 3,093 3,991
Brazil 14,402 15,163 10,532 4,892 5,205 5,037.
General corporate 30,113 61,905 54,163 1,944 1,994 2,246
Cash and cash equivalents (c) 40,898 23,434 - 22,994 n/a n/a n/a
Total ‘ S 781,787 § 781,758 ' $ 769474 | 325763 5 322876 '§ 316,692

Sce footnotes on prior page and a reconciliation of net sales to sales as shown in the consolidaied statements of income.
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4 ACCOUNTS AND NOTES RECEIVABLE

Accounts and notes receivable consist of the following: '

December 31 2006 2005

Trade, less allowance for doubtful
accounts and sales returns of $8,559

in 2006 and $5,423 in 2005 $ 116,943 § 112,968
Other : 4,891 6,362
Total ' $ 121,834 § 119330

The allowance for doubtful accounts and sales returns increased by $3,136 in 2006, $110 in 2005 and $865 in
2004. The changes in 2006, 2005 and 2004 were comprised of increases 1o the allowance for charges to expense of
$3,911, $612 and $956, respectively, decreases in the allowance for income from recoveries of $57, $15 and $5, '
respectively, decreases in the allowance for write-offs of $696, $403 and $413, respectively, and foreign exchange and
other adjustments to the allowance of minus $22, minus $84 and plus $327, respectively.

5 INVENTORIES

Inventories consist of the following:

Decemnber 31 : : - 2006 2005
Finished goods : 5 15412 $ 12,838

. Work-in-process .. 4,540 3,685
Raw materials ) . 34,185 33,043

Stores, supplies and other 14,793 12,872

Total o 5 68,930 § 62,438

Inventories stated on the LIFO basis amounted to $17,230 at December 31, 2006 and $19,843 at December
31, 2005, which are below replacement costs by approximately $26,139 at December 31, 2006 and $29,164 at’
December 31, 2005. During 2006, inventories accounted for on a LIFO basis declined, which resulted in cost of goods
sold being stated at below current replacement costs by approximately $5,400 ($5,300 in Film Products, including
$2,900 associated with the shutdown of the films manufacturing. facility in LaGrange, Georgia, and $100 in Aluminum
* Extrusions). During 2005, inventories accounted for on a LIFO basis declined, which resulted in cost of goods sold
being stated at below current replacement costs by approximately $2,300 ($2,100 in Film Products and $200 in
Aluminum Extrusions). .

6 FINANCIAL INSTRUMENTS

In the normal course of business, we enter into fixed-price forward sales contracts with certain customers for
the sale of fixed quantities of aluminum extrusions at scheduled intervals. In order to hedge our exposure to aluminum
- price volatility under these fixed-price arrangements, which generally have a duration of not more than 12 months, we
enter into a combination of forward purchase commitments and futures contracts to acquire or hedge aluminum, based
on the scheduled deliveries. The futures contracts are designated as and accounted for as cash flow hedges. These
contracts involve elements of credit and market risk that are not reflected on our balance sheet, including the risk of
dealing with counterparties and their ability to meet the terms of the contracts. The counterparties to our forward
purchase commitments are major aluminum brokers and suppliers, and the counterparties to our futures contracts are
.. major financial institutions. Fixed-price forward sales contracts are only made available to our best and most credit-
worthy customers. The notional amount of aluminum futures contracts that hedged fixed-price forward sales contracts
was $15,865 (13,016 pounds of aluminum) at December 31, 2006 and $5,367 (6,393 pounds of aluminum) at
December 31, 2005. Unrealized gains in excess of losses on aluminum futures contracts that hedge fixed-price forward
sales contracts of $1,184 (§728 after taxes) and $1,213 ($776 after taxes) at December 31, 2006 and 2005,
respectively, are included as a separate component of shareholders’ equity. The portion of aluminum futures contracts '
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that was ineffective in hedging ﬁ).ced-price forward sales contracts was immaterial in 2006, 2005 and 2004.

In the past we have used interest rate swaps with large major financial institutions to manage interest rate
exposure, but there have been no interest rate swaps outstanding since 2003,

i

We have pamally hedged our exposure to the Canadian Dollar (“CAD”) and Euro (“EUR”) as shown in Lhc

following tables (accounted for as cash flow hedges):

({In Thousands Except Exchange Rates)
Notional ‘ - -
Amount as Pretax ) Cash
8% of USD-Equivalem Unrealtized ° USD- (Paid to} Gein (Loss) on
Forecasted Strike Prices of Gain (Loss) Equiv. Received  Options Recognized
USD-Equiv. Options Bought & onOptions a1 Averzge from in Income for Period
Notional  CAD-  NetOption __ Sold én CAD/USD 12/31/06  *“Reference” * Counter-- Portion  Portion
Description of Currency Amount Related  Premium Call . Put Included in Priccof pantyat . Decmed  Deemed
Exposure, Options Hedging Strategy o Option  Costs for (Paid) Options Options  Sharcholders's CADfor  Expiration Effective Ineffective
Used & Periods Covered Contracts Period Received Bought Sold - Equity " Period -~ of Options o5 Hedpe as Hedpe
Exposure: About 80% of sales of extrisions ’ v :
manufactured in facilities in Canada are
denominated or economically priced in ULS.
Dollars ("USD") while conversion costs are
denominated or economically priced i in
Caradian Doltars {("CAD"). '
Hedge Strategy: Bought average rate call options
& sold average rate put options on CAD/USD.
5111706 to end of second quarter 2006 52,500 8% § - 3 09500 5 08850 wa § 038995 3 - 8 - 3 -
Third quarter 2006 5.000 40% - 0,9500 0.8749 ‘n/a 0.8919 - - -
Fourth quarter 2006 6,500 3% - 0.9324 0.8650 nfa 0.8793 - - -
First quarter 2007 . 3,500 8% - 0.9100 08330 3§ {3} n'a wa na -
First quarter 2007 3.500 28% - 0.9000 0.8345 (2) na na na -
Second quaner 2007 3.500 28% - 0.9100 0.8430 (18) wa wa n/a -
Second quarter 2007 3.500 28% - 0.9000 0.3354 (%) na na na -
Third quarter 2007 3.500 28% - 09100 03473 2n wa na n/n -
Third quarter 2007 3,500 28% B 0.9000 08403 T {1]) ne wa wa .
Fourth quarter 2007 3.500 28% 0.9100 0.8516 {33) s na na -
Founth quarter 2007 3.500 28% B 0.9000 (8440 {14} na na na -
’ : s (116) '
(In Thousands Except Exchange Rates) s C ’
. . Sensitivity Analysis of Amount Tredegar (Pays to) Receives
Average Average . from Counterparty in 2007 for Settlement of CAD/USD Optmns
CAD Per "USD Equiv. ~ First' Second Third Fourth .
USD of CAD Quarter Quarter Quarter Quarter Total
121951 $ 0.8200 '$ (136) § (164) § {197 § (232) § {129)
1.20482 0.8300 {52) (81) (115) (14%) {397
1.19048 0.8400 - - (12) (32) {61 {11
1.17647  0.8500 . - - N N )
1.16279 0.8600 .. - - - -
1.14943 0.8700 - - - - -
1.13636 0.8800 , - - - B . -
1.12360 0.8900 - - - - -
1.111n 0.9000 . < - - -
1.09890 - 0.9100 a9 39 3% 39 155
1.08695% 0.9200 116 - 116 116 16 465
1.07527 0.930(_) ! - 194 194 194 194 774
1.06383 0.9400 271 271 27 271
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(In Thousands Except Exchange Rates)

Notional ) . L
Amount as Pretax
a% of USD-Equivalent Unrealized
Forecasted _ . Strike Prices of Gain (Loss), -
USD-Equiv. : Options Bought & on Options at
Notional ~ Royalty * Net Option Sold on EUR/USD 12/31/06
Description of Currency Amount from-©  Premium Call Put Included in
Exposure, Options Hedging Strategy of Option  Nether- (Paid) Options Options  Shareholders'
Used & Periods Covered Contracts  lands Sub  Received . Sold -Bought Equity*
Exposure: Significant royatty on sales from film
technology licensed to subsidiary in the
Netherlands is earned in Euros ("EUR™).
Hedge Strategy: Sold average rate call options h
& bought average rate put options on EUR/USD.
First quarter 2007 . : $ 3,200 4% § - § 13350 % 1.2800 n/a
Second quarter 2007 ) 3,200 82% - 13480 1.2800 n/a
Third quarter 2007 3,200 75% . 1.3575 1.2800 n/a
Fourth quarter 2007 3,200 76% .= 7 13640 1.2800 n/a

* Hedge transactions oocurred on 1/4/07 and therefore there was 1o unrealized gain or loss at 12/31/06,

(In Thousands Except Exchange Rates) . : LI
Sensitivity Anatysis of Amount Tredegar {Pays to) Receives
Average  Avemge from Counterparty in 2007 for Setilemem of EUR/USD Options

EUR Per USD Equiv.  Fimst Second Third Fourth

Uspb of EUR___ Quarter Quarter Quarter - Quarter Totn!

0.84034 § 11500 § 25 § 25 5 225 % 25§ 900
0.82645 12100 175 175 175 175 700
0.81301 1.2300 TOI125 125 125 125 00
0.80000 1.2500 75 75 75 75 00
0.78740 1.2700 15 25 25 25 100
0.77519 1,2500 - - - ' - -

0.76336 1.3100 - - . - ‘
“0.75188 13300 -
0.74074 1.3500 {36) {5) -

@

072993  1.3700 {84) - (52) 29 04 (180)
071942 13900 132 (100) 7 (613 (369)
070922  1.4100 (180) (147 (124 (108} (559)
0.69930  1.4300 (228) . (195) 171 {155) (748)

After-tax gains of $1,104 in 2006, $939 in 2005 and $1,230 in 2004 were reclassified from other
comprehensive income to earnings and were offset by losses, respectively, from transactions relating to the underlying
hedged item. As of December 31, 2006, we expect $654 of unrealized after-tax gains on derivative instruments
reported in accumulated other comprehensive income to be reclassified to earnings within the next rwelve months, We
also expect that these gains will be offset by losses from transactions relating to the underlying hedged item,
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7 ACCRUED EXPENSES *

Accrued expenses consist of the following:

. December 31 2006 2005
Payrolls, related taxes and medical and
other benefits P .3 . .8,620 6,687
Workmen's compensation and dlsabllmes - 4,335 4,226
Vacation : 4,875 4,488
Plant shutdowns and divestitures 5,058 6,972
Incentive compensation 4,075 383
Other 14,943 - 13,275
Total 3 41,906 3§ 36,031

A reconciliation of the beginning and ending balances of accrued expenses associated with plant shutdowns

and divestitures for each of the three 3 years in the period ended December 31 2006 is as follows:

- Asset’ Accelerated
Severance lmpa:rmems Deprcc:]auon (a) Other (b) Total
Balance at December 31,2003 $ 2,106 - § - 8 - 3 3086 § 5,92
2004: .
Charges 6,456 11,554, 2,572 . . 2,450 23,032
Cash spent (3,732) - - - (2,112) (5,844)
Charged against assets - (11,554} (2,572) - - (14,126)
Foreign currency translation 261 - - ) - 261
Reversed to income - - - 30 (30)
g&l)zgnce at December 31, 2004 5,091 - - 3,394 8,485
Ch.arges 3,620 8,198 353 6,553 18,724
Cash spent (6,182) - - (4,290) (10,472)
Charged against assets - (8,198) (353) - (8,551)
Foreign currency translation (8) - - - (8)
Reversed to income (1,036) - - (170) (1,206)
?gg)%nce at December 31, 2005 1,485 - - 5,487 6,972 .
Charges 1,371 ~ 1,150 - 1,607 - 4,128
Cash spent -, (2,420) - - - (2,472) {4,892)
Charged against assets : - (1,150) - - {1,150)
Foreign cutrency translation - - - - -
Reversed to income , - - - - -
Balance at December 31, 2006 $ . 436 § - 3 - 8 4622 § 5,058 .

(a) Represents depreciation accelerated due to plant shutdowns based on a remaining useful life of less than one year.
(b} Other includes primarily accrued losses on a subleﬂsc at a facility in Princeton New, Jersey.

The amount reversed to income in 2005 relates primarily to changes in estimates for severance and shutdown-
related costs at our aluminum extrusions facility in Aurora, Ontario and in connection with the restructuring of the
research and development operations in Film Products. See Note 15 for more information on plant shutdowns, asset
impairments and restructurings.
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8 DEBT AND CREDIT AGREEMENTS

On December 15, 2005, we refinanced our debt with a new $300;000,' ﬁve:jrea} unsecured revolving credit
agreement {the “Credit Agreement”). At December 31,2006, available credit under.the Credit Agreement was
approximately $239,000. Totat debt due apd outstanding at December 31, 2006 is summarized below:

.-

‘Debt Due and Qutstanding at Dcccmbcr 31,2006

Year - Credit | . " Total Debt
Due Agreement Other =~ Due
2007 $ - $ 678 § 678 '
2008 - 484 484
2009 - 495 495
'2010 60,000 "¢ -‘415 60,415 . e
2011 - 221 o221 x .
Remainder - . V1227 . - 227 '
Total $ 60000 $ 2520 § 62,520

The credit spread over LIBOR and commitment fees charged on the unused amount under the Credit Agreement
at various mdebledness-lo—adjusted EBITDA levels are as follows:

Pn'cing Under Credit Agreement (Basis Points)

Credit Spread

: . Over LIBOR . = =~ = o
Indebtedness-to- (360 'Million ] - e ’
Adjusted EBITDA © " Ouistanding  Commitment
Ratio T at12/31/06) " Fee
> 2.50x but <= 3x 125 25
> 1.75x but <= 2,50x . 100 20
> 1x but <= 1.75x 875 175
<= 1x ) 75 15

At December 31, 2006, the interest cost on debl was priced at one-month LIBOR plus the applicable credit
spread of 75 basis points. .

The most restrictive covenants in the Credit Agreement include:

¢ Maximum aggregate dividends over the term of the Credit Agreement of $100,000 plus, beginning October 1,
2005, 50% of net income ($119,546 million as of December 31, 2006);

s Minimum shareholders’ equity ($371,464 as of December 31, 2006), , A
Maximum indebtedness-to-adjusted EBITDA through December 31, 2008 of 3x and 2.75x thereafter (2.5x on a
pro forma basis for acquisitions); and

+  Minimum adjusted EBIT-to-interest expense of 2.5x.

We believe we were in compliance with all of our debt covenants as of December 31, 2006. Noncompliance
with any one or more of the debt covenants may have a material adverse effect on financial condition or ligquidity in the
event such noncompliance cannot be cured or should we be unable to obtain a waiver from the lenders. Renegotiation
of the covenant through an amendment to the Credit Agreement may effectively cure the noncompliance, but may have
an effect on financial condition or liquidity depending upon how the covenant is renegotiated.

In the past we have used interest rate swaps with large major financial institutions to manage interest rate
exposure, but there have been no interest rate swaps outstanding since 2003,
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9 SHAREHOLDER RIGHTS AGREEMENT :

Pursuant to a Rights Agreement dated as of June 30, 1999 (as amended) between Tredegar and National City
Bank as Rights Agent, one Right is atténdant to each share of our common stock. “Each Right entitles the registered
holder to purchase from Tredegar one one-hundredth of a share of Participating Cumulative Preferred Stock, Series A
(the “Preferred Stock™), at an exercise price of $150 (the “Purchase Price”). The Rights will become exercisable, if not
earlier redeemed, only if a person or group acquires 10% or more of the outstanding shares of our common stock or
announces a tender offer which would result in ownership by a person or group of 10% or more of our common stock.
Any action by a person or group whose beneficial ownership is reported on Amendment No. 4 to the Schedule 13D
filed with respect to Tredegar on March 20, 1997, cannot cause the Rights to become exercisable.

Each holder of a Right, upon the occurrence of certain' events, will become entitled to receive, upon exercise .

and payment of the Purchase Price, Preferred Stock (or in centain circumstances, cash, property or other securities of
Tredegar or a potential acquirer) having a value equal to twice the amount of the Purchase Price.

&

The Rights will expire on June 30, 2009.

10 STOCK OPTION AND STOCK AWARD PLANS .

We have two stock option plans under which stock options may be granted to purchase a specified number of
shares of common stock at a price no lower than the fair market value on the date of grant and for a term not to exceed
10 years. One of those option plans is a directors’ stock plan. In addition, we have three other stock option plans
under which there are options that remain outstanding, but no future grants can be made. Employee options ordinarily
vest one to two years from the date of grant. The outstanding options granted to directors vest over three years. The
option plans also permit the grant of stock appreciation rights (“SARs™), stock, restricted stock, stock unit awards and
incentive awards. No SARs have been granted since 1992. All SARs oulstandmg at December 31, 2001, were
exercised during 2002.

A summary of our stock options outstandmg at Dccember 31, 2006, 2005 and 2004, and changes during those
years, is presented below

Option Exercise Price/Share

Number of . . Wgiled.
J Options : Range . Ave.
Outstanding at 12/31/03 2,722610 § 337 two 4663 § 2139
' Granted 348,425 13.95 to 14.50 13.97
Forfeited and Expired (102,175) 738 to 46.63 2328
Exercised (306,870) .3.37 to 19.75 6.99
- Qutstanding at 12/31/04- 2,661,990 417 to  46.63 22.01
Granted - nfa to na n/a
Forfeited and Explred (274,575) 1395 to  46.63 21.90
Exercised (137,075) "417 to 16.55 7.51
Outstanding at 12/31/05 2,250,340 " 738 o 46.63 2290
Granted o 449,800 1511 to- 19.52 15.30 ’
Forfeited and Expired (874,525) 7.38 to 46.63 29.73
Exercised . (578,442) 738 to 19.75 16.47
Outstanding at 12/31/06 1,247,173 § 1395 to $2994 § 18.16
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The following table summarizes additional information about stock options outstanding and exercisable and -
non-vested restricted stock outstanding at December 31, 2006:

Options Qutstanding at . Options Exercisable at
December 31, 2006 December 31, 2006
Weighted Average Aggregate Aggregate
Remaming Intrinsic Weighted Intrinsic
. Contract- Value Average Value
* Range of ual Life Exercise {In Exercise {In
Exercise Prices ‘Shares {Years) Price Thousands) Shares Price Thousands)
$ 1395 to § 17.88 627,068 - 46 3 1518 $ 4,660 243,268 § 1514 % 1,816
17.89 to 19.75 361,650 1.7 19.06 . 1,282 | . 350,150 19.05 1,247
19.76 to " 25.65 188,300 .2 21.98 131 " 188,300 2198 131
25.66 to 29.94 70,155 1.4 29.84 - 70,155 29.84 -
$ 1395 1o §$ 2994 1,247,173 29 § 1816 § 6,073 851,873 % 1947 § 3,194

Wpetd. Ave.  Grant Date
Number Grant Date  Fair Value (In

Non-vested Restricted Stock of Shares  Fair Value/Sh. Thousands)
Outstanding at 12/31/03 - % - 3 .
Granted : 125,000 13.95 1,744
Vested - - -
Forfeited (5,000) 13.95 (70)
Outstanding at 12/30/04 . 120,000 13.95 1,674
Granted : . 7,000 1292 90
Vested _ (8,000) 13.95 (111
Forfeited . -(10,000) 13.95 (140)
Qutstanding at 12/31/05 109,000 13.88 1,513
Granted 2,000 16.31 33
Vested - {17,333) 13.95 (242)
Forfeited : (24,167) 13.80 (333)

Outstanding at 12/31/06 69,500 % 1397 § 971

The total intrinsic value of stock options exercised during 2006 was $2,174. The grant-date fair value of
stock option-based awards vested during 2006 was $1,323. As of December 31, 2006, there was $1,300 and $380 of
unrecognized compensation cost related 10 stock option-based awards and non-vested restricted stock, respectively.
This cost is expected to be recognized over the remaining weighted average period of 1.23 years for stock option-based
awards and 2.3 years for non-vested restricted stock. Compensation costs for non-vested rcstncted stock i is subject to
accelerated vesting based on meeting certain financial targets.

Stock oplidns' exercisable totale'd 1,983,440 shares ét December 31, 2005 and 2,316,390 shares at December
31, 2004. Stock options available for grant totaled 1,601,700 shares at December 31, 2006, 1,998,300 shares at
December 31, 2005 and 2,030,300 shares at December 31, 2004.

11 RETIREMENT PLANS AND OTHER POSTRETIREMENT BENEFITS

We have noncontributory and contributory defined benefit (pension) plans covering most employees. The '
plans for salaried and hourly employees currently in effect are based on a formula using the participant’s years of
service and compensation or using the participant’s years of service and a dollar amount.

On October 26, 2006, we announced changes to our U.S. defined benefit (pension) and savings plans covering
salaried and centain other employees.. The changes had no impact on our net income or eamings per share in 2006.
The changes relating to the pension plan reduced our projected benefit obligation by approximately $10,000 as of
December 31, 2006. In 2007, the changes to the pension plan are expected to reduce our service cost, interest cost and
amortization of prior service cost components of pension expense by approximately $600, $600 and $1,500,
respectively, and the savings plan changes (see Note 12) are expected to increase charges for company matching
contributions by approximately $700.
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In addition to providing pension benefits, we provide postretirement life insurance and health care benefits for
certain groups of employees. Tredegar and retirees share in the cost of postretirement health care benefits, with
employees hired on or before January 1, 1993, receiving a fixed subsidy to cover a portion of their health care
premiums. On December 8, 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003 (the
“Act”) was signed into law. We eliminated prescription drug coverage for Medicare-eligible retwees as of January 1
2006. Consequently, we are not eligible for any federal subsidies.

Assumptions used for financial reporting purposes to compute net benefit income or cost and benefit

obligations, and the components of net periodic benefit income or cost, are as follows:

Other Post-
Pension Benefits Retirement Benefits
2006 2005 2004 2006 2005 2004
Weighted-average assumptions used
to determine berefit obligations: . ‘ .
Discount rate 5.70% 570%  6.00%| “5.70% @ 5.70%.  6.00%.
Rate of compensation increases 4.00% 4.00% 4.00%| 4.00% - 4.00% 4.00%
Weighted-average assumptions used
to determine net periodic benefit
cost: , _ .
Discount rate 5.70% 6.00% 6.25%| 5.70% 6.00% 6.25% -
Rate of compensation increases 4.00% 4.00% 4.00%| 4.00% 4.00% - 4.00%
Expected long-term retum on : .
plan assets, during the year 8.40% 8.40% 8.40% n/a ‘n/a n/a
Rate of increase in per-capita cost )
of covered health care benefits: .
Indemnity plans, end of year n/a ‘n/a na 6.00% 6.00% 6.00%
Managed care plans, end of year nfa . n/a n/a] 600% 6.00% 6.00%
Components of net periodic benefit - ‘
income (cost): 1 - .
Service cost $§ (627§ (6469) § (5.5 l9)| $ (70038 (109§ (15
Interest cost (13,497) (12.661) (12,283) (535). (576) (562)
Employee contributions 517 468 ©443 - - -
Other , (127) 12 12|, - - .
Expected return on plan assets 21,583 22,050 22,678 - - : -
Amortization of: '
Net transition asset - - 17 - - -
Prior service costs and gains . )
or losses (4,746) (738) (491) 24 2 53
Net periodic benefit income (cost) $§ (9N % 2662 § 4623|% (581) § (683) § (624)
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The following tables reconcile the changes in benefit obligations and plan assets in 2006 and 2005, and
reconcile the funded status to prepaid or accrued cost at December 31, 2006 and 2005: .

Other Post-
Pension Benefits Retirement Benefits
2006 2005 2006 . 2005 -

Change in benefit obligation: :

Benefit obligation, beginning of year s 238,533 § 214,037|S§ 10,070 $ 9,994

Service cost 6,327 6,469 70 109

Interest cost 13,497 12,661 535 576

Plan amendmients 10,039) - 1372 - -

Effect of discount rate change C(988) 10,424 ) 326 '

Employee contributions 517 468 - -

Other _ (3,615) 3,500 (329) (290)

Benefits paid . : (10,841) - (10,398) {920) - (645)

Benefit obliﬁation, end of year b 233394 § 238,533 |§ 9422 $ 10,070
Change in plan assets: '

Plan assets at fair value, . )

" beginning of year $ 257,101 § 247,505 | § - 8 -
Actual return on plan assets 36,086 18,487 - -
Employee contributions 517 T 468 - -
Employer contributions . ' . 1,074 1,158 920 645
Other _ (128) (119) - -
Benefits paid {10,841) {10,398) (920) (645)
Plan assets at fair value, end of year - s 283,809 $ 257,101 |$ - 8 -

" Reconciliation of prepaid (accrued) cost: ' L
Funded status of the plans 3 50,415 § 185688 (9422) § (10,070)
Unrecognized prior service cost _ - 4303 | - -
Unrecognized net (gain) loss : ' - 62,776 - (8)
Prepaid (accrued) cost, end of vear 5 50415 $ 856478 (9,422) § (10,078)
Amounts recognized in the consolidated '
balance sheets:
Prepaid benefit cost ' s 54,034 § 85647 |8 - 5 -
Accrued benefit liability (3,619) - (4,832) {9,422y  (10,078)
Intangible asset Lo 1,145 - -
. Decrease in deferred income tax :
liabilities relating to accumulated . )
other comprehensive loss - 1,253 - -
Accumulated other comprehensive :
loss - 2434 - - -
Net amount recognized S 50415 3 85,647 | 8§ (9,422) $ (10,078)

Net benefit income or cost is determined using assumptions at the begmnmg of each year. Funded status is
determined using assumptions at the end of each year.

At December 31, 2006, the effect of a 1% change in the health care cost trend rate assumptions would be
immaterial.
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Expecled benefit payments over the next five years and in the aggregate for 2012-2016 are as follows:

Other : . -
Post- :
. Pension  Retirement -

Years Benefits Benefits

2007 11,027 496

2008 : . 11,885 534

2009 ' - 12,418 572

2010 12,781 ' 615

2011 13,363 642

2012 - 2016 B 76,660 3,546

The incremental imp;act of .adopting SFAS No. 158 (see the pension costs and postretirement benefit costs
other than pensions section of Note 1 for further information on this new standard) and recogmzmg an additional
minimum liability (the “AML"} is shown in the table below:

| " Priorto AML & Post AML
' ) SFAS No. 158 AML SFASNo. 158 & SFAS No. 158
5 ) As of December 31,2006 ’ Adjustments Adjustment Adjustment Adjustments
| Prepaid pension costs ' s 80,442 % 1,243  § (27,651) § 54,034
Pension liabilities - - 3,619 ) 3619
Postretircment liabilities . 9,740 - (318) 9,422
Decrease (increase) in deferred income tax
liabilities relating to accumulaled other : : o
comprehensive loss 1,252 {422) 11,354 12,184 .

Accumulated other comprehensive loss - 2,434 (821) 19,598 21,211

-

Prepaid pénsion costs included in the table above are included in “Other assets and deferred charges” in the
consolidated balance sheet at December 31, 2006. Pension and postretirement liabilities in the table above are
included in *“Other noncurrent liabilities” in the consolidated balance sheet at December 31, 2006.

The amounts before related deferred income taxes in accumulated other comprehensive income that are
expected to be recognized as components of net periedic benefit cost during 2007 are as follows:

Other Post- - ’ .
Penston Retirement  Total :
. Prior service cost $ 967 § - 3 (967
Net (§ain) loss | 2,855 @7 2,808

Amounts récognized before related deferred income taxes in accumulatcd other comprehensive income

consist of:
Other Post-
Pension Retirement ) =
Prior service cost - $ (6,198) § - '
Net (gain) loss 39,910 (317)

Prepaid pension cost at December 31, 2005 of $85,647, are included in “Other assets and deferred charges” in
the related consolidated balance sheet. The accrued benefit liability of $4,832 and the intangible asset of $1,145 at
Deceniber 31, 2005, are also included in “Other assets and deferred charges” in the consolidated balance sheet at
December 31, 2005. Accrued postretirement benefit cost at December 31, 2005 of $10,078 is included in “Other
noncurrent liabilities” in the related consolidated balance sheet. ‘
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The percentage composmon of assets held by pension plans at December 31, 2006 and 2005, and the current.
expected long-term retum on assets are as follows: .

% Composition Expected
: ‘ of Plan Assets Long-term
December 31 L ' | 2006 2005 Return %
Pension plans related to operations in the U.S.: ‘ .
Low-risk fixed income securities ' 10.3 % 14.1 % 50 %
Large capitalization equity securities 202 - 19.1 9.2
Mid-capitalization equity securities 8.0 7.3 9.8
Small-capitalization equity securities o 4.6 LF 43 10.4
International equity securities ' ‘24.8 22.4 10.4
“Total equity securities 57.6 53.1 9.9
Hedge and private cquny funds . ' 203 21.0 7.0
Other assets ' - 2.2 2.3 3.0
Total for pension plans related to operations in the U.S. 90.4 90.5 - 8.5
Pension plans related to operations in Canada 5.6 8.5 7.0
Total . : 1000 % . 100.0 % 8.4 %

- - L

Our targeted allocation percentage for pension plan assetsis in the range of the percentage composition that
existed at December 31, 2006. Expected long-term returns are estimated by asset class and generally are based on
inflation-adjusted historical returns, volatilities, risk premiums and managed asset premiuvms. For pension plans related
to operations in the U.S., the portfolio of fixed income securities is structured with maturities that generally match.
estimated benefit payments over the next 2-3 years. We believe that over the long term a diversified portfolio of equity -
‘securities, hedge funds and private equity funds have a better risk-return profile than fixed income securities, The
average remaining duration of benefit payments for our pension plans is about 12 years. We expect our required
contributions to approximate $1,100 in 2007.

The accumulated benefit obligation was $230,025 at December 31, 2006 and $223,821 at December 31,
2005. The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for plans with
accumulated benefit obligations in excess of plan assets were $13,740, $13,740 and $12,658, respectively, at
December 31, 2006, and $13,200, $13,200 and $10,607, respectively, at December 31; 2005.

We also have a non-qualified supplemental pension plan covering certain employees. Effective December 31,
2003, further participation in this plan was terminated and benefit accruals for existing participants were frozen. The
plan was designed to restore all or a part of the pension benefits that would have been payable to designated
participants from our principal pension plans if it were not for limitations imposed by income tax regulations. The
projected benefit obligation relating to this unfunded plan was $2,537 at December 31, 2006 and $2,655 at December
31, 2005. Pension expense recognized was $355 in 2006, $256 in 2005 and $275 in 2004. This information has been
included i in the preceding pension benefit tables.

Approximately 136 employees at our films manufacturing facility in Kerkrade, The Netherlands are covered
by a collective bargaining agreement that includes participation in a multi-employer pension plan. Pension expense
recognized for participation in this plan, which is equal to required contributions, was $807 in 2006, $364 in 2005 and
$281 in 2004, This mformauon has been excluded from the preceding pension benefit tables

C 12 SAVINGS PLAN

We have a savings plan that allows eligible employees to voluntarily contribute a percentage (generally up to
15%) of their compensation. Under the provisions of the plan on or before December 31, 2006, we matched a pertion
(generally 50 cents for every $1 of employee contribution, up to a maximum of 10% of base pay) of the employee’s
contribution to the plan with shares of our common stock. Effective January 1, 2007, and in conjunction with certain
pension plan changes (see Note 11), the following changes were made to the savings plan for salaried and certain
hourly employees:
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e The company, wnll make matching contributions to the savings plan of $1 for every §1 of employec contribution.
The maximum matchmg contribution w:ll be 6% of base pay for 2007 and 2008 and 5% of base pay for 2009 and
thereafter. .

¢ The savings plan will include immediate vesting for active employees of past matchmg conmbuuons as well as
future matching contributions when made (compared with the previous S-year graded vesting) and automatic
enrcllment at 3% of base pay unless the employee opts out or elects a different percentage. )

We also have a non-qualified plan that restores matching benefits for employees suspended from the savings
plan due to certain limitations imposed by income tax regulations. Charges recognized for these plans were $2,770 in

2006, $1,889 in 2005 and $2,716 in 2004. The savings plan changes effective January 1, 2007 are expecied to

increase charges for company matching contributions by approximately $700. Our liability under the restoration plan °

was $1,332 at December 31, 2006 (consisting of 58,931 phantom shares of common stock) and $782 at December 31,

2005 (consisting of 60, 674 phantom shares of common stock) valued at the closing market price on those dates.

The Tredegar Corporation Benefits Plan Trust (the “Trust”) purchased 7,200 shares of our common stock in
.1998 for $192 and 46,671 shares of our common stock in 1997 for $1,020, as a partial hedge against the phantom
shares held in the restoration plan. There have been no shares purchased since 1997 except for re-invested dividends.
The cost of the shares held by the Trust is shown as a reduction to shareholders’ equity in the consolidated balance

sheets.,

13 RENTAL EXPENSE AND CONTRACTUAL COMMITMENTS

:
Rental expense for contmumg operations was $4, 302 in 2006, $4 3 16 in 2005 and $4,549 in 2004: Rental -
commmnents under all non-cancelable operating leases as of December 31, 2006, are as follows :

Year Amount .

2007 ' $ 3,652
2008 ' 3,165
2009 . 2,123
2010 2,120 . '
2011 701 .
Remainder 1 818

Total , $ 12,579

AFBS, Inc. (formerly known as Therics, Inc. - see Note 15 for additional information regarding its
restructuring in 2005), a wholly-owned subsidiary of Tredegar, has future rental commitments under noncancelable
operating leases through 2011 (most of which contain sublease options) totaling $6,800. These future rental
commitments are included in the above table. Sublease rental commitments relating 1o excess space at AFBS total
about $900 (excluded from the above table). : '

Contractual obllgatlons for plant construction and purchases of teal property and equipment amounted to .
$6,025 at December 31 2006 and $14,628 at December 31, 2005.
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14 INCOME TAXES

Income from continuing operations before income taxes and income taxes are as follows:

2006 2005 2004
Income from continuing operations
before income taxes: '
Domestic h) 52408 $ 19,709 § 27875
Foreign o 6,420 6,493 7,607 ’
Total o $ 58837 $§ 26202 § 35482
Current income taxes: . '
Federal $ 8,584 '$ 1,853 8% 2)
State 840 811 . 1,105
Foreign i . : 4,057 (1,908) - 6,996
Total - o 10,481 . 756 8,099
Deferred income taxes: ’
Federal ' : . 9,807 - 7,900 © 3,385
State . © T 687 600 - -1,198
Foreign ’ (339) - 717 (3,460}
Total S0 10,158 9,217 1,123

Total income taxes : s 20,636 § 9,973 $§ 9222

The significant differences between the U. S federal statutory rate and the eﬂ‘ectwe income tax rate for
continuing operations are as follows: - :

Percent of Income Before Income
Taxes for Continuing Operations

2006 2005 - 2004

Income tax expense at federal statutory rate 35.0 350 350
State taxes, net of federal income tax benefit - . .35 t4.2
Valuation allowance for foreign operating : : .

loss carry-forwards N 1.3 . 1.6 _ 1.7
Unremitted eamings from forelgn operauons - 1.2 23 o 1)
Non-deductible expenses . - 6 L
Foreign rate differences - : S - ' - o1 0
Tax-exempt income ‘ ' - (1.6) '
Reversal of income tax contmgency accruals - - (1 1.3)
Research and development tax credit ' (.9 . (1.8) (1.9)
Valustion allowance for capital loss o C

carry-forwards ' (1.0) T22 -
Extraterritorial Income Exclusion and ’

Domestic Production Activities Deduction B g «(2.4) 2.3)
Other (1.2) (1.5) {1.1)

Effective income tax rate ~ ’ : + 35.1 3s.1 26.0

-

4
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Deferred tax liabilities and deferred tax assets at December 31 , 2006 and 2005, are as follows:

December 31 . 2006 2005
Deferred tax liabilities: : -
Depreciation § 37,188 § 37,438
Pensions ’ : 19,384 30,595
Amortization of goodwill - ot 14,314 11,627
Foreign currency translation gain adjustment 11,607 7,686
Unrealized gain'on available-for-sale securities - 12
Derivative financial instruments L 497 437
Other : . C 1,315 351
Total deferred tax liabilities ' 84,305 88,146
Deferred tax assets:
Employee benefits ' 5,987 5,244
Tax in excess of book basis for venture capital and other ‘
investments (net of valuation allowance of $577 in 2005) 2,372 1,863
Asset write-offs; divestitures and environmental L. .

accruals ) 1,251 2,602
Allowance for doubtful accounts and sales returns ‘ . 1,209 1,086
Tax benefit on U.S. foreign and R&D tax credits and )

NOL carryforwards ) , 3 7,895
Inventory ' . 640 329
Other (net of valuation allowance of $2,120 i in 2006 ‘

and $1,020 in 2005) . 2,398 2,618

Total deferred tax assets . 14,588 21,637

Net deferred tax liability 3 69717- § 66,509
Included in the balance sheet:
Nencurrent deferred tax liabilities in excess of assets § 75772 § 74,287
Current deferred tax assets in excess of liabilities 6,055 7,778 .
Net deferred tax liability - 8§ 69,717 § 66,509

During 2006, we realized substantially all of the tax benefits from tax credit and other carry-forwards existing at
December 31, 2005, The remaining deferred tax asset associated with tax credit and other carry-forwards of $731 at
December 31, 2006, relates to state income taxes and a net operating loss carry-forward for a foreign subsidiary that has no
expiration. A valuation allowance at December 31, 2006 of approximately $2,120 is included in other deferred tax assets
that offsets an amount included in that line item relating to possible future tax benefits on operating losses generated by
another foreign subsidiary that may not be recoverable in its carry-forward period. In addition, a valuation allowance of
$577 was established in 2005 in conjunction with the write-down of our investment in Novalux (see Note 2) for
expected limitations on the utilization of assumed capital losses. In the fourth quarter of 2006, we reversed this
valuation altowance and reduced our income tax provision by $577. Outside appraisal of the value of corporate assets,
" primarily real estate, performed in December 2006, indicates that realization of this deferred tax assets is more likely
than not. We had current and non-current income taxés recoverable of $10,975 and zero, respectively, at December 1,
2006, and $7,163 and $5,803, rcspectlvely, at December 31, 2005.

15 LOSSES ASSOCIATED WITH PLANT SHUTDOWNS, ASSET IMPAIRMENTS AND
RESTRUCTURINGS, UNUSUAL ITEMS, GAINS FROM SALE OF ASSETS AND OTHER ITEMS

Losses associated with plant shutdbwns, asset impairments and restructurings, net of gains on sale of related
assets, in 2006 totaled $1,850 ($1,441 after taxes) and include:

+ A fourth quarter net gain of $14 (38 after taxes), a third-quarter net gain of $1,022 ($615 after taxes), a second-
quarter net gain of $822 {$494 after taxes) and a first-quarter pretax charge of $404 ($243 after taxes) associated
with the shutdown of the films manufacring facility in LaGrange, Georgia, including a pretax gain of $2,3889 for
related LIFO inventory liquidations (included in "Cost of goods sold” in the consolidated statements of income),
severance and other costs of $1,566, asset impairment charges of $130 and a gain on the disposal of equipment of
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$261 (included in ““Other income (expense), net” in the consolidated statements of income); -

e A third-quarter charge of $920 ($566 after taxes) related to expected future environmental costs at the aluminum
extrusions facility in Newnan, Georgia (included in "Cost of goods sold" in the consolidated statements of
income);

o A fourth quarter charge of $143 ($93 after taxes) and a third quarter charge of $494 ($321 after taxes) related to
the estimated loss on the sub-lease of a portion of the AFBS facility in Princeton, New Jersey,

»  Second-quarter charges of $459 (8289 after taxes) and first-quarter charges of $268 ($170 afier taxes) for
severance angd other employee-related costs in connection with restructurings in Aluminum Extrusions (§514) and
Film Products {$213); and

. Flrsl-quaner charges of $l 020 ($876 after taxes) for asset 1mpanrmcnts relaung to machinery & equipment in Film
Products. .

In 2006, a pretax gain on the sale of public equity securities of $56 (proceeds also of $56) is included in
“Other income (expense), net” in the consolidated statements of income and *“Gain on the sale of corporate assets”
the segment operating profit table in Note 3. Income taxes in 2006 include a reversal of a valuation allowance of SST!
for deferred tax assets associated with capital loss catry-forwards recorded with the write-down of the investment in
Novalux (see Notes 2 and 14). Outside appraisal of the value of corporate assets, pnmanly real estate, performed in
December 2006, indicates that realization of related deferred tax assets is more likely lhan not.

Losses associated with plant shutdowns, asset impairments and restructun'nés, net of gains on sale of related
assets, in 2005 totaled § 14,606 ($9,372 after taxes) and include:

s A fourth-quarter charge of $269 (3174 after taxes) and a second-quarter charge of $10,049 (86,532 after taxes)
related to the sale or assignment of substantially al) of the assets of AFBS, Inc. (formerly known as Therics, Inc. -
see below for additional information regarding its restructuring in 2005), including asset impairment charges of
$5,638, leasc-related losses of $3,326 and severance (31 people) and other transaction-related costs of $1,354 (see
below for additional information on the transaction);

e . Fourth-quarter charges of $397 ($256 after 1axes), third-quarter charges of $906 ($570 after taxes), second-quarter
charges of $500 ($317 after taxes) and first-quarter charges of $4 18 ($266 after taxes) related to severance and

other employec-relaled costs associated with restructurings in Film Products ($1,118 before taxes) and Aluminum -

Extrusions ($648 before taxes) and at corporate headquarters ($455 before taxes; included in “Corporate expenses,
net” in the segment operating profit table in Note 3) (an aggregale of 21 people were affected by these
restructurings); -

e A fourth-quarter charge of $2,101 ($1,263 after taxes) related to the shutdown of the films manufacturing facility
in LaGrange, Georgia, including asset impairment charges of $1,615 and severance (15 people) and other costs of
$486;

e A fourth- -quarter gain of $1,862 (51,193 after taxes), a third-quarter charge of $198 ($I27 after taxes), a second-
quarter net gain of $71 ($46 afier taxes) and a first-quarter charge of $470 ($301 after taxes) related to the
shutdown of the aluminum extrusions facility in Aurora, Ontario, including a $1,667 gain on the sale of the facility
(included in "Other income (expense) net" in the consolidated statements of income) and $1,111 of shutdown-
related costs partiatly offset by the reversal to income of cerlaln accruals associated with severance and other costs
of $709;

s A second-quarter charge of $27 ($16 after taxes) and a first-quarter gain of $1,618 (8973 after taxes) related to the
shutdown of the fitms manufacturing facility in New Bern, North Carolina, including a $1,816 gain on the sale of
the facility (included in "Other income (expense), net" in the consolidated statements of mcome), partially offset
by shutdown-related expenses of $225

e A first-quarter charge of $1,019 ($653 after taxes) for process reengineering costs associated with the
1mplementauon of an information system in Film Products (included in "Costs of goods sold" in the consolidated
statements of income};

e Fourth-quarter charges of $118 ($72 afier taxes), third-quarter charges of $595 ($359 aﬁer taxes), second-quarter
charges of $250 ($150 afier taxes) partially offset by a net first-quarter gain of $120 ($72 after taxes) relatéd to
severance and other employee-related accruals associated with the resuuctumig of the research and development
operations in Film Products (of this amount, $1,366 in pretax charges for employee relocation and recruitment is
included in SG&A expenses in the consolidated statements of income);

« A secqn_d-quarter gain of $653 (3392 afier taxes) related to the shutdown of the films manufacturing facility in
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Carbondale, Pennsylvama, including a $630 gain on lhe sale of the faelllty (included in “Olher income (expense),
net” in the consohdated statements on income), and the reversal to mcome of certain shutdown-related accruals of
323;

s  Fourth-quarter charges of $583 ($351 afier taxes) for asset impairments in Film Products;

o A net fourth-quarter charge of $495 ($310 after taxes) in Aluminum Extrusions, including an asset 1mpalrment of
$597, pantially offset by the reversal to income of certain shutdown-related accruals of $102;

¢  Fourth-quarter charges of $31 ($19 afier taxes), third-quarter charges of $117 ($70 after taxes), second-quarter
charges of $105 (563 afier taxes) and first-quarter charges of $100 ($60 after taxes) for accelerated depreciation
related to restructurings in Film Products; and '

e A fourth-quarter charge of 3182 (8119 after taxes) in Film Products related to the wme—off of an investment.

On June 30, 2005, substantially all of the assets of AFBS, Inc. (formerly known as Therics, Inc.), a wholly—o“med
subsidiary of Tredégar, were sold or assigned 1o a newly-created limited liability company, Therics, LLC, which is
controlled and managed by an individual not affiliated with Tredegar. AFBS received a'17.5% equity interest in Therics,
LLC, valued at $170 and a 3.5% interest in Theken Spine, LLC, valued at $800; along with potential future payments
based on the sale of certain products by Therics, LLC. AFBS retained substantially all of its liabilities in the transaction,
which included customary indermnification provisions for pre-transaction liabilities. Tredegar has no obligation or intent to
fund any future losses that may ocour at Therics, LLC or Theken Spine, LLC. The ownership interest in Therics, LLC is
accounted for under the equity method of accounting with losses limited to its initial carrying value of $170. The
ownership interest in Theken Spine, LLC is accounted for under the cost method, with an impairment loss recognized and
a new cost basis established for any write-down to estimated fair value, if necessary. The payments due from Therics,
LLC that are based on the sale of certain products are recognized as income when eamed. AFBS had operating losses of
$3,467 during the first six months of 2005 and $9,763 in 2004. Results of operations for AFBS since June 30, 2005 are
immaterial.

See Note 2 for information regarding the write-down in 2005 of our investment in Novalux, Inc. -

Gain on sale of corporate assets in 2005 includes a pretax gain of $61 related to the sale of corporate real
estate, This gain 1s included in “Other incomie (expense), net” in the consolldated statements of income and separately
shown in the operating profit by segment table in Note 3.

During the first quarter of 2005, we recognized a pretax gain for interest receivable on tax refund claims of
$508 ($327 after taxes) (included in “Other income (expense), net" in the consolidated statements of income and
“Corporate expenses, net” in the segment operating profit table in Note 3).

Losses associated with plant shutdowns, asset impairments and restructurings in 2004 totaled $23 032
{$15,192 after taxes) and include: .

e A founh-quaner charge of $84 ($56 after taxes), a third- -quarter charge of $828 (3537 after taxes), a second-
quarter charge of $994 ($647 afier taxes) and a first-quarter charge of $666 ($432 after taxes) related to
accelerated depreciation from plant shutdowns and restructurings in Film Products;

e A fourth-quarter charge of $569 (of this amount, $59 for employee relocation is included in sellmg, general and
administrative expenses in the consolidated statements of income) ($369 after taxes) and a third-quarter charge of -
$709 ($461 after taxes) related to severance for 30 people and other employee-related costs associated with the
restructuring of the R&D operations in Film Products, including costs associated with relocating R&D functions to
Richmond, Virginia; ‘

o A fourth-quarter charge of $639 ($415 after taxes), a third-quarter charge of $617 (3401 after taxes}, a second-
quarter charge of $300 ($195 after taxes) and a first-quarter charge of $537 ($349 afier taxes) primarily related to
severance (63 people) and other employee-related costs associated with the shutdown of the films manufacturing
facility in New Bern, North Carolina {the shut down was completed in the fourth quarter of 2004);

s A third-quarter charge of $357 ($329 after taxes) and a second-quarter charge of $2,665 (31,858 after taxes).for
the loss on the sale of the films business in Argentina (proceeds net of transaction costs were $803 (3401 net of
cash included in business sold));

s A fourth-quarter charge of $352 ($228 after taxes), a third-quarter charge of $195 ($127 afier taxes) and a ﬁrst-
quarter charge of $9,580 ($6,228 after taxes) related to the planned shutdowsi of an aluminum extrusions facility in
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. Aurora; Ontario, including asset impairment charges of $7,130 and severance and other employee-related costs of

$2,450 (these costs were contractually-related for about 100 people and have been immediately accrued);’

o A third-quarter charge of $170 ($111 after taxes) for additional costs incurred related to a plant shutdown in Film
Products;

s A second-quarter charge of $300 ($195 afier taxes), partially offset by a fourth-quarter gain of $104 (368 after
laxes), related 10 the loss on the sale of the previously shutdown films manufacturing facility in Manchester, lowa;

e A fourth-quarter charge of $427 ($277 after taxes) and a second-quarter charge of $879 (8571 after taxes) related
to the ‘estimated loss on the sub-lease of a portion of the AFBS facility in Princeton, New Jersey;

s Second-guarter charges of $575 ($374 after taxes) in Film Products and $146 (395 afier taxes) in Aluminum
Extrusions related to asset impairments; and .

¢+ Fourth-quarter charges of $1,402 ($912 after taxes) related to severance and other emp]oyee-related costs
associated with restructurings in Therics ($590 before taxes), Film Products ($532 before taxes) and Aluminum
Extrusions ($280 before taxes) and a second-quarter charge of $145 (394 afier taxes) relatcd to severance at AFBS
(an aggregate of 24 peopie were affected by these Tesiructurings).

Gain on sale of corporate assets in 2004 includes a fourth-quarter gain on the sale of land of $1,013 (8649 after
taxes and proceeds of $1,271), a second-quarter-gain on the sale of land of $413 (3268 after taxes and proceeds of $647)
and a first-quarter gain on the sale of public equity securities of $6,134 ($3,987 after taxes and proceeds.of $7,182). These
gains are included in “Other income (expense), net’” in the consolidated statements of income and separately shown in the
segment operating profit table in Note 3.

Income taxes in 2004 include a third-quarter tax benefit of $4,000 related to the reversal of income tax
contingency accruals upon the favorable conclusion of IRS and state examinations through 2000.
The other gain of $7,316 (84,756 after taxes) included in the Aluminum Extrusions section of the operating profit
by segment 1able in Note 3 is comprised of the present value of an insurance settlement of $8,357 (future value of $8,455)
associated with environmental matters related 1o prior years, partially offset by accruals for expected future environmental
costs of $1,041. The company received $5,143 of the $8,455 insurance settlement in September of 2004 and recognized
receivables at present value for future amounts due ($1,497 received in February of 2005 and $1,717 received in February:
2006). The gain from the insurance settlement is included in "Other income (expense), net" in the consolidated statements -
of income, while the accruals for expected future environmental costs are included in "Cost of goods sold."

16 CONTINGENCIES

We are involved in various stages of investigation and remediation relating to environmental matters at certain
current and former plant locations. Where we have determined the nature and scope of any required environmental
remediation activity, estimates of cleanup costs have been obtained and accrued. As we continue efforts to maintain
compliance with applicable environmental laws and regulations, additional contingencies may be identified. 1f
additional contingencies are identified, our practice is to determine the nature and scope of those contingencies, obtain
and accrue estimates of the cost of remediation, and perform remediation. We do not believe that additional costs that
could arise from those activities will have a material adverse effect on our financial position. However, those costs
could have a material adverse effect on quarterly or annual operating results at that time.

We are involved in various other legal actions arising in the normal course of business. After taking into
consideration legal counsels’ evaluation of these actions, we believe that we have sufficiently accrued for probable
losses and that the actions will not-have a material adverse effect on our financial position. However, the resolution of
. the actions in a future period could have a material adverse effect on quanterly or annual operating results at that time.

From time to time, we enter into transactions with third parties in connection with the sale of assets or
businesses in which we agree to indemnify the buyers or third parties involved in the sale for certain liabilities or risks
related to the assets or business, Also, in the ordinary course of our business, we may enter into agreements with lhlrd
parties for the sale of goods or services that may contain indemnification provisions. In the event that an
indemnification claim is asserted, liability for indemnification would be subject to an assessment of the underlying
facts and circumstances under the terms of the applicable agreement. Further, any indemnification payments may be
limited or barred by a monetary cap, a time limitation, or a deductible or basket. For these reasons, we are unable to

71



t

estimate the maximum potential amount of the potential future liability under the indemnity provisions of these
agreements. We do, however, accrue for losses for any known contingent liability, including those that may arise from
indemnification provisions, when future payment is probable. We disclose contingent liabilities if the probability of
loss is reasonably possible and significant, :

17 DISCONTINUED OPERATIONS

1

On March 7, 2003, Tredegar. investmcnts Inc. (“Tredegar Invcstments”) reached definitive agreements to sell
substantially all of its portfolio of private equity partnership interests to GS Vintage Funds I1, which are investment
partnerships managed by Goldman Sachs Asset Management’s Private Equity Group. On the same date and in a separate
transaction, Tredegar Investments also agreed to sell to W Capital Partners, an independent private equity manager, the
subsidiary funds that hold substantially all of Tredegar Investments’ direct venture capital investments. The sale of these
fund interests included the assumption by the buyer of Tredcgar lnvestmcnts cbligations to make additional capital
contributions to those funds in the future.

The sale to W Capital Partners of the subsidiary funds that hold the direct investments occurred on March 7,
2003. The sale of the private equity fund interests occurred in a series of closings. Net proceeds from the sales totaled
$21,504. Additionally, in the first quarter of 2004 we received income tax recoveries of approximately $55,000 from the
carry-back of 2003 capital losses generated by these sales against gains realized in 2000 by Tredegar Investments.

The agreements governing these transactions contain customary contingent indemnification provisions that
Tredegar believes will not have a material effect on its financial position or results of operations.

Discontinued operations in 2004 include an after-tax gain associated with venture capital investment activities
of $2,921 primarily related to the reversal of business and occupancy tax contingency accruals upon favorable '

resolution. Cash flows for discontinued operations have not been separately disclosed in the accompanymg statement

of cash flows. ; '
I
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; SELECTED QUARTERLY FINANCIAL DATA

I'rcdegar Corporation and Subsidiaries
In thousands, except per-share amounts)

+Unaudited)
First Second Third Fourth
Quarter Quarter Quarter Quarter Year
2006 . .
Sales : _ b 267,964 .§ 282491 § 296,256 § 269814 § 1,116,525
Gross profit ' - 34,852 35,550 36,143 37,045 143,590
Net income ' 8,215 9,250 9,690 11,046 38,201
Eamings per share: ' '
Basic : 21 24 25 28" .99
Diluted , 21 24 25 28 98
Shares used to compute eamings per share:
Basic ’ ' 38,602 38,632 38,654 38,793 38,671
Diluted 38,664 -38,837 39,123 39,092 38,931
2005 ) : ‘
Sales C§ 232757 § 243,724 § 240,716 $ .239772 § 956,969
Gross profit T 28,462 33,245 32,518 27,432 121,657
Net income ) : 5,550 2,]32 7,657 890 16,229
Eamings per share: ' ' B _ .- -
Basic 4 .05 .20 02 42
Diluted . 14 .05 .20 02 42
Shares used 1o compute earnings per share: ' .
Basic 38,440 38,453 38,465 38,527, 38,471
‘ "Diluted ' 38,636 ¢ 38,592 38,565 38, 594" 38,597
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SIGNATURES

Pursuant to the requu'cmems of Section 13 or 15(d) of the Securities Exchange Act of 1934 the regnstmnl has
duly caused this rcpon 1o be signed on its bchalf by the undersigned, thereunto duly authorized.

TREDEGAR CORPORATION
(Registrant)

Dated: March 2, 2007 | " By /s/JohnD. Gottwald
' John D. Gottwald

President and Chief Executive
Officer

‘..

Pursuant lto the requirements of the Securities Exchange Act of 1934, this repori has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on March 2, 2007.

/s/ John D. Gottwald . - President, Chief Executive Officer and Di(ector'
(John D. Gottwald) " (Principal Executive Officer)
/s/ D. Andrew Edwards _ Vice President, Chief Financial Officer and Treasurer
(D.-Andrew Edwards) (Principal Financial and Accounting Officer)
/s/ Richard L. Momill . Chairman of the Board of Directors

(Richard L. Morrill)

s/ William M. Gottwald : Vice Chairman of the Board of Directors

(William M. Gottwald)

/s/ N.A. Scher | _ Vice Chaimman of the Board of Directors .

(Norman A. Scher)

/s/ Horst R. Adam Director

{Horst R. Adam)
/s/ Austin Brockenbrough, 111 Director

(Austin Brockenbrough, I1I)

/s/ Donald T. Cowles : Director

(Donald T. Cowles)

t
i
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_ /s/ Thomas G. Slatér, Jr.

(Thomas G. Slater, Jr.)

_’s/ R. Gregory Williams

(R. Gregory Williams)

-

Director

Director " :
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b ' ' EXHIBIT 31.1

oo ' Section 302 Certification

"1, John D. Gottwéld, certify that:

(1) 1 have r‘pviewed this Annual Report on Form 10-K for the year ended December 31, 2006; of Tredegar Corporation;
i ' . .

(2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a ’

material fact necessary to make the statements made, in light of the circumstances under which such statements were made,

not misleading with respect to the period covered by this report; :

3) Based on my knowledge, the financial statements, and other financial information included in this repont, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,.and for,
the periods prcsented in thls report;

.

(4) The reglstrant s other certifying officer and I are responsible for establishing and maintaining dlsclosure controls
“and procedures (as defined in Exchange Act Rules 13a-15{¢) and 15d-15(e)) and internal contrel over financial reporting (as

defined in Exchangc Act Rules 13a-15(f) and 154d-15(f)) for the registrant and have:

_ {a) t Designed such disclosure controls and procedures, or caused such disclosure controls and procedures 1o
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared; '

)] Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with.generally
acccptel;i accounting principles; : :

| .
(c) i Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period
covered by this report based on such evaluation; and

¢

(d) ‘ . Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred dunng the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is rcasonably likely to materially affect, the registrant’s 1ntemal
control over ﬁnancna] reporting;
I
(5) 'I“he rcglstrant s other certifying officer and 1 have dlscloscd based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons perfon‘nmg the equivalent functions):
o
(a) ! All significant deficiencies and material weaknesses in the design or operation of internal control over
fi nancml reporting which are reasonably likely to adversely affect the registrant’s ability to record, process
summarize and report financial information; and

(b) " Any fraud, whether or not matenal that involves management or other emp]oyees who have a significant
role in the rcglslrant S m(emal conirol over f‘ nanc1a1 reporting. .

k , .
Date:  March 2, 2007 : )
: ro {s/ John I3 Gottwald
John D. Gottwald
: . President and Chief Executive Officer
i " (Principal Executive Officer)




EXHIBIT 31.2

- o Section 302 Certification

L, D. Andrew Edwards, certify that: P
D). I have reviewed this Annual Report on Form 10-K for the year-cnded December 31, 2066, of Tredegar Corporation;
(2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a

material fact necessary to make the statements made, in light of th; circumstances under which such statements were made,
~ 'not misleading with respect to the period covered by this report; -

(3) Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report; - '
(4) The registrant's other certifying officer and | are responsible for establishing and mair;taining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 154d- 15(e)) and internal control over ﬁnanc1al reporting (as
defined in Exchange Act Rules 13a-15(f) and.15d-15(f)) for the registrant and havc N

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to

- be designed under our supervision, to ensure that material information relating to the registrant, including its -
consolidated subsidiaries, is made known to us by others within those entities, particularly during the penod in.
which this report is bemg prepared; ) - Cow

(b) - Designed such internal control over financial reporting, or caused such internal control over financial

reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external purposes in accordance with generally
" accepted accounting principles; I

{c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period
covered by this report based on such evaluation; and

{d} . Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal

- control over ﬁnancial reporting;

{5) The registrant’s other certifying officer and I'have disclosed, based on-our most recent evaluation of internal
control over financial reporting, 10 the registrant’s auditors and the audit commitiee of the registrant’s board of directors (or
. persons performing the equivalent functions});

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
- financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

.

(b) Any fraud, whether of not material, that involves management or other employees who have a significant
role in the registrant's mtemal control over financial reporting, . .

Date:  March 2, 2007
/D Andrew Edwards
D. Andrew Edwards,
Vice President, Chief Financial Officer and Treasurer
(Principal Financial Officer)
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
l 18 U.S.C. SECTION 1350, : 7
! AS ADOPTED PURSUANT TO ' ' .
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Tredegar Corporation (the “Company”) for the year
ended December 31, 2006 as filed with the Securities and Exchange Commission on the date hereof (the “Repon”),
- 1, John D. Gottwald, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.5.C. § 1350,
' : as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(D the Report fully cbmpfies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and T , :

(2) the information cdnt:;ined in the f{eport fairly presents, in all material respeg:ts', the financial
condition and results of operations of the Company. '

{stJohn D Gottwald

John D. Gottwald

President and Chief Executive Officer
(Principal Executive Officer)

March 2, 2007




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
'SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Tredegar Corporation (the “Company™) for the year
ended December 31, 2006 as filed with the Securities and Exchange Commission on the date hereof (the “Report”),

'1, D. Andrew Edwards, Vice President, Chief Financial Officer and Treasurer of the Company, certify, pursuant to

18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

. (1} - the Report fully complies with the requirements of Section 13(a) or lS(d) of the Securities
Exchange Act of 1934, as amended; and

2) the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company. :

Is/ D _Andrew Edwards
D. Andrew Edwards

. Vice President, Chief Financia! Oﬁ‘ icer and Treasurer

(Principal Financial Officer)
March 2, 2007
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Rights' Agreement, dated as of June 30, 1999, by and between decgar nnd American Stock Transfer & Trust Company, as Rights

Agent {filed as Exhibit 4.2 10 Tredcgal‘s Annual Report on Form 10-K for the year ended December 31,2004, and incorporated herein
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Amendment and Substitution Agreemml {Rights Agroement) dated as of December 11,2002, By and among Tredegar, American Stock
Transfer and Trust Company and National City Bank (filed as Exhibit 4.2.1 to Tredcgar s Annual Report on Form 10-K for the yéar-
ended December 31,2002, and mcorporated herein by reference}

Credit Agreement among Tredegar Corporation, as borrower, the domestic subsidiaries of Tradegar that from time to time become

parties ihereto, as guarantors, the several banks and other financial institutions as may from time to time become parties thereto,
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Exhibit 10.16 10 Tredegar’s Cument Repont on Form 8-K, filed December 20, 2005, and incorporated herein by mfelmcc) -
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Form 10-K for the year ended December 31, 2004, and incorporated herein by reference) ’

Indemnification Agreement dated as of June I, 1989, between Tredegar and Ethyl (filed as Exhibit 10.4 0 Tredegar's Annual Report on
Form 10-K for the year ended December 31, 2004, and incorporated herein by reference) -

Tredegar 1989 Incentive Stock Option Plan (filed as Exhibit“ 10.5 to Tredegar's Annual Report on Form 10-K for the year ended
December 31, 2004, and incorporated herein by reference) '

Ammdmcm 1o the Tredegar 1989 Incentive Stock Option Plan (filed as Exhibit 10.5.1 to Tredegar's Annual chon on Form 10-K for
the year cnded December 31,2004, and incorporated herein by reference) \

Tredegar 1992 Omnibus Stock Incentive Plan (fi led as Exhibil 10.6 to Tredegar's Annual Repon on Form 10-K for the year ended
December 31, 2004 and mcorporaled herem by reference)
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Amendment 1o the Tredegar 1992 Omnibus Incentive Plan (ﬁ]ed as Exhibit 10.6.1 to Tredegar's Annual Report on Form 10-K for the
year ended December 31, 2004, and mco:pomted herein by reference) . |

Tredegar Industries, Inc. Retirement Benefit Restoration Plan (filed as Exhibit 10.7 to deegal’s Annual Repon on Form 10-X for the
year ended December 31, 2004, and incorporated herein by reference)

Amendment to the Tredegar Retirement Be'nef t Restoration Plan (filed as Exhibit ]0 7.1 to Tredcgal‘s Annual Report on Form 10-K
for the ymr ended December 31, 2004, and incorporated herein by reference) :

Tredegar Industries, Inc, Savings Plan Benefit Restoration Plan {filed as Exhibit 10.8 to Tredegar's Annual Report on Form 10-K for the
year ended December 31, 2004, and incorporated herein by reference}

Resolutions of the Executive Committee of the Board of Directors of Tredegar Corporation adopted on December 28, 2004 ( effective as
of December 31, 2004) amending the Tredegar Corporation Retirement Savings Plan Benefit Restoration Plan (filed as Exhibit 10.9.1

‘
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to deegar’s Cutrent Repont on Form 8-, filed on Decermber 30, 2004, and incorporated herein by reference)

*10.9 Tradegar Industries, Inc. Amended and Restated Incentive Plan {filed as Exhibit 10.9 to Tredegar's Annual Report on Form IO-K for
T the year ended December 31,2005, and incorporated herein by refcnencc)

*10.10 - Tredegar Industries, Inc. Directors’ Stock Plan (filed as Exhibit 10.11 lo Tredegar's Annuaj Report on Form 10-K for the year ended
- December 31, 2004, and incorporated herein by reference)

*10.01 . Tredegar Corporation’s 2004 Equity Incentive Plan (filed as Exhibit 10.13 to the Form 5-3 Registration Statement No, 333-115423,
filed on May 12, 2004 {incorporating from the Annex to Tredegar Corporation’s Definitive mey Statement on Schedule 14A filed on
March 4, 2004 (No. 1-10258)and incorporated herein by reference)

*10.12 Leave of Absence, Sepamuon and Non-Competition Agreement, dated May 16, 20035, between Tredegar Film Products,
Corporation and Thomas G. Cochran (filed as Exhibit 10,16 1o Tredegar's Current Report on Form 8-K, filed May 18, 2005, and
incorporated herein by referencc)

*10.13 Transfer Agreeme-nl by and between Old Therics and New Therics, dated as of June 30, 2005 (filed as Exhibit 10.17 to Tradegar‘s
Current Report on Form 8-K, filed July 1, 2005, and mcorporated herein by reference) . R

10.14 Intellectual Property Tmnsfer Agreement, by and between Old Thcncs and New Thencs, dated as of June 30, 2005 (filed as
Exhibit 10.18 to Tredegar's Current Repon on Form 8-K, filed July 1. 2005, and incorporated herein by reference)

10.15 . _Unit Purchase Aéreerncm, by and between Old Th'cﬁcs,'New Therics and Randall R. Theken, dated as of June 30, 2005 (filed as
Exhibit 10.19 to Tredegar's Current Repon on Form 8-K, filed July 1, 2005, and incorporated herein by reference)

10.16 Payment Agreement, by and between O1d Therics and New Therics, dated as of June 30, 2005 (filed as Exhibit 10,20 to Tredegar's

- Current Report on Form 8-K, filed July 1, 2005 and incorperated herein by reference)

*10.17 Form of Stock Award Agreement {filed | as Exhibit 10.21 10 Tradegar‘s Current Report on Form 8-K, filed September 1, 2005, and
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5.02 and Exhibit 1021, respectively, to Tredegar's Current Report on Form 8-K, filed on February 28, 2007, and mcorporalod herein
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APPENDIX - FOOTNOTES

1

The after-tax effects of unusual items, plant shutdowns, asset impairments and restructuﬁngs. AFBS’ (formerly Therics, Inc.)
ongoing operations, and gains from the sale of assets, investment write-down and other items have been presented separately
and removed from net income and earnings per share as reported under GAAP to determine Tredegar’s presentation of income
and earnings per share from manufacturing operations. Income and earnings per share from manufacturing operations are key
financial and analytical measures used by Tredegar to gauge the operating performance of its manufacturing businesses. They
are not intended to represent the stand-alone results for Tredegar’s manufacturing businesses under GAAP and should not be
considered as an alternative to net income or earnings per share as defined by GAAP. They exclude items that we believe do
not relate to Tredegar’s ongoing manufacturing operations. They also exclude AFBS. On June 30, 2005, substantially all of
the assets of AFBS were sold or assigned to a newly-created limited liability company, Therics LLC, which is controlled and
managed by an individual not affiliated with Tredegar. Income and earnings per share from manufacturing operations for
years ended December 31, 2006 and 2005 are reconciled to income and eamnings per share under GAAP on the Financial
Summary page. The reconciliations for years ended December 31, 2004 and 2003 are provided on the Financial Summary page
of the 2004 Annual Report, ‘

Adjusted EBITDA represents income from continuing operations béfore interest, taxes, depreciation, amortization, unusual
items and lodses associated with plant shutdowns, assel impairments and restructurings, gains from the sale of assets,
investment write-down, charges related to stock option awards accounted for under the fair value-based method and other
items. Adjusted EBITDA is not intended to represent cash flow from operations as defined by GAAP and should not be
considered as either an alternative to net income (as an indicator of operating performance) or to cash flow (as a measure of
liquidity). Tredegar uses Adjusted EBITDA as a measure of unlevered (debt-free) operating cash flow. We also use it when
comparing relative enterprise values of manufacturing companies and when measuring debt capacity. When comparing the
valuatiens of-a peet group of manufacturing companies, we express enterprise value as a multiple of Adjusted EBITDA. We
believe Adjusted EBITDA is'preferable to operating profit and other GAAP measures when applying a comparable multiple
approach to enterprise valuation because it excludes the items noted above, measures of which may vary among peer
companies. A reconciliation of ongoing operating profit to Adjusted EBITDA is shown below.

(In Millions) ' .

' Film Aluminum Manufacturing ~ AFBS (formerly
2006 . Products Extrusions Qperations Therics) Total
Operating profit from ongoing operations 3 57.6 5 22.0 $ 79.6 $ - $ 79.6
Allocation of cm':rpora[e overhead (9.9 3.7 (13.6) - (13.6)
Add back depreciation and amortization : 31.9 12.3 44,2 - 44.2
Adjusted EBITDA $ 79.6 $ 30.6 5 110.2 $ - 3 110.2
2005 \ .
Operating profit from ongoing operations 3 449 $ , 193 $ 64.2 $ 34y % 60.8
Allocation of corporate overhead (7.8) (3.4 (11.2) - (11.2)
Add back depreciation and amortization 26,7 11.5 38.2 0.4 38.6
Adjusted EBITDA $ 63.8 $ 27.4 $ 91.2 $ G0 % 88.2
2004 '
Operating profit from ongoing operations $ . 433 $ 22.6 $ 63.9 $ ©.8' % 56.1
Alocation of corporate overhead (6.2) (3.2) 9.4) - 9.4)
Add back depreciation and amortization 21.9 ‘ 10.9 32.8 1.3 34.1
Adjusted EBITDA 3 59.0 $ . 30.3 % 89.3 3 © (85 3 80.8
2003 .
Operating profit from ongoing operations $ 45.7 5 15.1 $ 60.8 $ (11.6) % 492
Allocation of corporate overhead (5.2) : 2.1) (7.3} - (7.3)
Add back depreciation and amortization 19.8 10.9 30.7 1.6 32.3
Adjusted EBITDA 3 60.3 $ . 239 $ 84.2 $ (10.0y 3 74.2

Net sales represent gross sales less freight. Net sales is a key measure used by the chief operating decision maker of each
segment for purposes of assessing performance. Net sales is reconciled to gross sales in the Segment Tables on page 12.

Net debt is utilized by management in evaluating the company’s financial leverage and equity valuation. A calculation of net
debt is shown below.

(In Millions) )
2003 . 2004 2005 2006
Debt : , $ 139.6 $ 103.5 $ 1130 3 T 625
Less: Cash and cash equivalents (19.9) (23.09 (23.4) (40.9)
Income taxes recoverable :

from sale of venture capital

portfolio . {55.0) - - -
Net debt $ 64.7 $ 80.5 $ 89.6 3 21.6

Primary working capital is accounts receivable plus inventories plus the amount that inventories are stated on a LIFO basis
below replacement costs minus accounts payable. Average primary working capital is computed based on the average of
quarterly ending balances. Ending primary working capital components as of December 31, 2006 and 2005 are provided in the
balance sheet on page 43 with adjustments for LIFO provided in Note 5 to the financial statements.
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